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financial statements. It contains
reports from the Chairman and
Managing Director on Macquarie’s
business and operational highlights,
Macguarie’s Corporate Governance
Statement, the Directors’ Report
including the Remuneration Report
and full financiat statements.

The 2008 Shareholder Review
contains reports from the
Chairman and Managing Director
on Macquarie’s business and
operational highlights. This
document is not a concise report
prepared under section 314 {2) of
the Corporations Act. Macquarie
Group has not prepared a concise
report for the 2008 financial year.

if you would like a copy of the
2008 Shareholder Review please
call us on +61 2 8232 5006 or
visit www.macquarie.com.au/
shareholdercentre,

10:30 am on Wednesday,
2008 al the Palladium at
Level 1 Crown Towsrs, 8
Street, Southbank, Victor

Detals of the business of ¢
will be contained in the s
Notice of Annual General
to be sent to shareholde

23 July
Orown,
Whiteman
ial.

ne meeting
bparale
Meeting
S.

shortage by purchasing Spanish
siver dollars {then worth five shilings},
punching the cantres out and
creating two new coins — the "Holey
Dollar’ (valued at five shillings) and
the 'Dump’ (valued at one shilling
and three pence).

This single move not only doubled
the number of coins in circulation
but increased their worth by

25 per cent and prevented the
coins leaving the colony. Governor
Macquarie's creation of the Holey
Dollar was an inspired solution to a
difficult problem and for this reason
it was chosen as the symbol for the
Macquarie Group.
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» We have delivered another record profit — up
23 per cent

» This result reflects Macquarie’s strong
commitment to risk management

» We are well capitalised and well funded — our
global business platform has never been stronger

» Diversified by product and geography, and
with approximately 13,000 staff in 25 countries,
57 per cent of our operating income came
from international markets



~“Macquarie is an mternatuonal prowder of B A
“banking, flnanr:lal advisory, mvestment and N R
-~ funds management services :
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Around the world, Macquarie acts for Macguarie manages important assets

a wide range of institutional,;corporate, around the globe:

government and retait clients. In-Australia - through its s‘}%ﬁecialist fpnds Macquarie
and New Zealand, Macquarie is'a market manages 116 infrastructure|assets
leader in investmerit-and financial services. 'including maj or roads\ utilities and

In the Asia-Pacific, Macquarie offe_rsj a ful ‘international 'alrports and approxrmately
range of investment, financial market aild ' 700 real estate assets worldmde
advisory products and serwces ‘In Europe, comprising mostly commercial and

the Middle East, Africa and the Amencels industrial real estale

Macquarie focuses on particular busmess - assets undermanagement fotal more
areas in which its expertise ¢ deltvers special  than $A232 billion

value to clients. i —around 80 pér cent of assets in
Macquarie has: specialist funds and synchcates are

—more than 60 office Iocat|ons in 25 countries  'ocated outside Australia.
- approximately 13,000 staff Nvorldmde
- achieved successive years of record profits
and growth since 1992
— significant joint ventures with local partners
across Macquarie’s global markets.

Throughout the 2008 Annual Report
the following references apply|

Name Referénce l

Macquarie Macquarie GrEoup Lirited
or the Group and its contrdrlled eniities
Macquarie - Non-operat :ng holding
Group Limited company (NOHC);

MGL - Uttimate pareLwt company,

Funding vehicle for the
on-Banking |Group

Macaquaria . Aulhorised Dleposit-taking
. Bank Limited (nstitution; i
MBL Fundirig vehicle for the
Bankirig GrOLsp

t

i

I

| |
1
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focusing on specific products and
markets. Key services offered by each
individual operating group include:

Macquarie Capital
—Mergers and acquisitions, takeovers
and corporate restructuring advice

— Equity capital markets and equity and
debt capital management and raising

— Project financing Funds Management Group

— Specialised funds management, including  — Funds manager for superannuation funds,
infrastructure and private equity funds corporate and financial advisers and retail clients

- Institmic;]nal cash equities and equities — Full-service manager spanning all major asset classes
researc

- Manufacture and distribution of wholesale ~ * These two groups merged in February 2008 to become the Banking and
i i Financial Services Group but are reported separately in this review.
and retall financial products nanci Serv p po parately

— Specialised leasing and asset financin
pec J 9 Details of each of the groups’ activities for the year are

Equity Markets Group in the Chairman’s and Managing Director's Report.
— Equity-linked products for retail and
wholesale clients Our goals and values
— Equity hedge funds management Our success is driven by entrepreneurial energy, our
— Equity finance people and a strong commitment to risk management.
Above all, our efforts are underpinned by our goals
Treasury and Commodities Group and values:
- Metals and energy _ Inteari
— Agricufture and other commodities n.egrrty _
—Debt markets — Client commitment
— Foreign exchange — Strive for profitability
—Futures - Fulfiment of our people
Real Estate Group — Teamwork
- Fund and asset management — Highest standards.

— Investment and development finance

- Real estate investment banking and advisory
— Development management

- Real estate research

Macquarie Group history

Financial Services Group*
— Stockbroking Year  Event
— Financial planning 2007  Corporate restructure resulting in the establishment of
— Investment products Macquarie Group Limited as a NOHC and listed parent

" , . \ of Macquarie (ASX: MQG)
— Administrative and portfolio services P ra— B o o Py
— Cash Management Trust acquane Sank Umi ares quoted on the Australian

Stock Exchange (ASX: MBL)

Banking and Securitisation Group* 1985 Commenced operations as Macquarie Bank Limited
— Business banking after being granted an Australian banking licence
— Deposit facilties 1969 Estahblished as Hill Samuel Australia Limited, a wholly-
owned subsidiary of UK merchant bank Hill Samuel

—Margin and capital protected lending & Co Ltd

—Mortgages
— Personal loans
- Credit cards




» Increase in total operating income by 15 per cent to $A8,248 million
from $A7,181 million

» Consolidated profit after-tax attributable to ordinary equity holders
increased 23 per cent to $A1,803 million from $A1,463 million

» International income increased by 14 per cent to $A4,293 milion,
accounting for 57 per cent of total operating income

» Total assets under management increased 18 per cent to
$A232 billion

» Eamings per share increased 13 per cent to $A6.71 from $A5.92
» Total ordinary dividends for year were $A3.45 per share

» Liquid assets of over $A18 billion and significant term fund-raising
of over $A17 billion since August 2007

Domestic and international income
Total operating income

Reported net profit after tax attributable {excluding earnings on capital)
to ordinary equity holders $A million

$A million International m Domestic =
2,000 10,000

1,800 9,000

1,600 8,000

1,400 7,000

1,200 6,000

1,000 5,000

800 4,000

600 3,000

400 2,000

200 1,000

0 2006 2007 2008 0 2006 2007 2008

Macquarie Group Limited 2008 Annual Report




. Consolidated profit
Year ended 31 March

2008 2007 %
$m $m Change
Total income 8,248 7,181 15
Total expenses {6,043) (65,253) 15
Profit before income tax 2,205 1,928 14
Income tax expense (317) (377) (16)
Profit from ordinary activities after income tax 1,888 1,551 22
Minority interest (51) (57) {11)
Distribution on Macquarie Income Securities {34) (31) 10
Profit after income tax attributable to ordinary equity holders 1,803 1,463 23
Basic earnings per share (EPS) Dividends per share
performance A cents
A cents Interim m Final =
1,000 500
900 450
800 400
700 350
600 300
500 250
200
150
100
50
0 2006 2007 2008 0 2007
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Capital has almost quadrupled over the past___four years

ThIS year, we are reporttng oyr 16th consecutwe year

of record proflt despite mcreasrngly challenglng market

conditions, This result reflects the-quality of our statf ou
mvestment in growth| strong Cap|tal|sat|on and a strong
commltment to risk: management

e

Return on average ordlnary g areholders funds Was 23 1 per cent'
Total assets grew by 23iper cent to $A167 3 b!”IOﬂ .

Robust risk: management heieed ensure no srgnmcant trading -
or credit write-downs despite challengnng market cendrtrons

‘orate fimance-and advasory transacttons

Total value of all corp
was $A200 billion




oA 1L,0US MEoN, an Increase O £o per cent rom
$A1,483 milion in the previous year.

Earnings per share were $A6.71, an increase of
13 per cent from $A5.92.

Total operating income for the year rose to
$A8,248 million, an increase of 15 per cent from
$A7,181 million.

Trading, fee and commission and interest income

all increased on the previous year. In particular, there
were strong performances from equities, foreign
exchange and commodities related businesses.

Fee and commission income represented 56 per
cent of our total income, and rose 31 per cent on
2007. Income from asset realisations was lower
than the prior year.

Although the majority of our operating groups
reported good profit contributions for the vear,
two businesses in particular were affected by the
deterioration in market conditions.

Global mortgage securitisation markets have been
effectively closed for the past six months. As a result,
Macquarie substantially reduced its mortgage
origination in Australia and ceased mortgage activity
in the US. These businesses represented less than
one per cent of total operating profit in the year to

31 March 2007,

As a result of the weakness in the global listed real
estate investment trust market there was a write-
down of $A293 milion (approximately $A30 million
on a Net Profit After Tax (NPAT) basis) on holdings
in Macquarie-managed and associated listed real
estate investments as at 31 March 2008.

These strategic investments in Macquarie-managed
funds and listed fund managers form an important
part of the specialist funds management business
and align Macquarie’s interests with those of other
fund investors.

The graph overleaf shows the relative contributions to
profit by each group. Gperating group performances
are discussed in more detail in their regpective
sections {pages 14-22).

International income? increased by 14 per cent
to $A4,293 million, accounting for 57 per cent of
total income. We now have more than 5200 staff
based outside Australia, which is 40 per cent

of total staff,

Throughout this report, for the purposes of international
income total operating income excludes earnings on capital
and other corporate items.

Ine aroup eamed reCord PErnonTance 1ees and
base management fees were up 22 per cent on
the prior year.

The Group's effective tax rate was lower at
15 per cent due to an in¢crease in international
income, especially in the Asia-Pacific region.

There has been continued growth in the Group's
balance sheet. Total assets during the period
increased by 23 per cent from $A136.4 bilion to
$A167.3 billion.

The expense-to-income ratio was broadly in line
with the prior year at 73.3 per cent.

Corporate restructure

The establishment of Macquarie Group Limited
as a NOHC was completed on 13 November
2007. As a result of this restructure, Macqguarie
Group Limited and Macquarie Bank Limited are
the Group’s two primary external funding vehicles
which have separate and distinct funding, capital
and liguidity management arrangements.
Macquarie Group Limited and Macquarie Bank
Limited are regulated by the Australian Prudential
Regqulation Autharity (APRA).

The establishment of the NOHC was initiated to
enable Macquarie to continue its strategies for
growth, As a result of the restructure, Macquarie
has greater flexibility to adapt to future business,
market and regulatory changes. We are positioned
to actively pursue new opportunities and expand
in Australia and internationally.

Capital

Qur policy is to hold a level of capital that can

be efficiently used in day-to-day activities while
ensuring we have a sufficient buffer for growth over
the medium term and the ability to take advantage
of opportunities as they arise. We have consistently
grown capital ahead of our business requirements
to allow for future growth.

Macquarie raised $A829 million through a
private institutional share placerment in May 2007
and a retail share purchase plan in June 2007,
At 31 March 2008, we maintained a buffer of
approximately $A3 bilion of capital in excess of
the Group’s minimum capital requirements,

During the year, Macquarie Bank Limited received
accreditation from APRA to adopt advanced
approaches under Basel Il for credit (Foundation
Internal Ratings Based) and operational (Advanced
Measurerment) risk. Since accreditation, we have
exceeded the capital adequacy requirements
under Basel Il. The advanced approaches under
Basel Il place a higher reliance on a bank’s internal
capital measures and, therefore, require a more
sophisticated level of risk management and

risk measurernent practices.
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Funding

The Group is well funded and has increased its level of liquid
assets during the period to $A18.3 bilion, which is approximatety
three times the level at 31 March 2007. Since the disruption

to credit markets which began in August 2007, significant term
funding of $A17 billion has been raised and deposits have
increased 30 per cent from $A10.2 billion to $A13.2 billion.

Following the Group's restructure in Novernber 2007, the two
external funding vehicles are MGL and MBL. MGL principally
provides funding to the Non-Banking Group while MBL funds
the Banking Group.

Each funding vehicle has separate and independent funding
platforms. The funding of both vehicles is managed by Group
Treasury which has a key objective to provide a diverse range
of funding for both entities.

In line with this objective, the Banking Group has diversified its
funding liabilities by source, currency and maturity. It has access
to domestic capital markets and key intemational debt programs
in place for accessing global wholesale funding markets,

corporate restructure, which included:

— $A9 billion Senior Credit Facility, of which
$A4.9 bilion was drawn at the balance date

- $A10 bilion Transitional Bridge Facility from MBL
of which $A8.8 billion remained outstanding at the
balance date. This facility, which is an unsecured
amontising two-year committed term loan, is
providing transitional funding to MGL while MGL
establishes its profile in the term funding markets.

Although the global term funding markets remain
very challenging, the Group has been successiul

in raising term and other funding through a number
of strategic initiatives since August 2007 including:

— $A9 billion Senior Credit Facility noted above
and syndicated to 46 major domestic and
international banks

- increase in deposits by 30 per cent to
$A13.2 billion

— continued access to the short-tenm issued paper
market, particutarly in Australia

- $A10.9 billion in asset secured or non-recourse
financing through securitisations, bond issues,
repurchase agreements and increased warehouses

- $A4.6 billion term funding raised mainly in
private placements.

Since August 2007, funding costs have increased
for the Group which has led to increases in short
and long-term credit spreads of up to 30 and

100 basis points respectively. This has not yet had
a material impact on the Group’s profitability.

International income by region
$A million

The Americas m Asia-Pacific 0
Europe, Middle East and Africa m

Staff numbers
International m Australia m

5,000 20,000
4,500 18,000
4,000 16,000
3,500 14,000
3,000 12,000
2,500 Y 10,000
2,000 8000
1,500 6000
4000
2000
0 2006 2007 2008 0
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critical impertance. Access to public bond markets
has been challenging since August 2007. Although
there have been some signs of improvement, if this
is not sustained over the medium term, and other
existing avenues of term funding mentioned above
become unavailable, we may need to consider a
reduction in term assets.

Operating conditions

Market conditions varied from positive to disrupted
in credit and equity markets in the second half of
the year. The credit market deterioration affected
financial markets from August 2007 and led to
significant loss of value and confidence in scme
sectors. Regulators and central banks have since
moved to restore confidence. Investors, however
are cautious and it remains unciear how effective
these measures have been and how long it will
take for markets to stabilise.

Conditions in Australian and Asian-Pacific equity
markets remained strong for most of 2007, They
then fluctuated significantly later in the reporting
period afthough the Asia-Pacific held up reasonabiy
well in the second half. Overall, these conditions
generally led to solid growth in advisory and equity
capital markets deal flow as well as strong
performances in our broking businesses. We also
benefited from strong volumes and volatility in areas
such as commodities. In the second half of the
year, Europe and especially the US were
significantly affected by credit market deterioration.

decision making. This has been effective in the
current environment. As a result, we have no
sub-prime lending and only modest holdings of
highly rated debt instruments.

We have no exposure to Structured Investment
Vehicles {SiVs), no problems with debt
underwritings, no underwriting of leveraged loans,
very little underwriting of corporate loans and
modest credit exposures to the hedge fund
industry. There are no problem trading exposures
and ne material problem credit exposures.

QOur main business focus is making returns by
providing services to clients rather than by
principal trading.

Dividends

The Board has declared a fully franked final
dividend of $A2.00 per ordinary share. This brings
the total ordinary dividends to $A3.45 for the year,
representing a payout ratio of 52 per cent and an
increase of 10 per cent on the prior year.

This is consistent with our dividend policy of
maintaining an annual payout ratio in the range of
50 to 60 per cent of net earnings attributable to
ordinary shareholders. In the short term, we expect
dividends to be fully franked. The future rate of
franking is subject to the composition of incorme.

Relative group contribution to profit!

b ——— T

2007 2008
% %
B Macquarie Capital Advisers? 44 44
[T Macquarie Capital Securities 9 12
B Macquarie Capital Products 3 5
(J Macquarie Capital Finance 2 2
Macquarie Capital 58 63
B Equity Markets 9 16
B Treasury and Commodities 14 14
O Financial Services 3 4
B Funds Management 1 4
... Banking and Securitisation
O Real Estate 12 2

-10 2007 2008

1 Percentage contribution based on management accounts before unallocated corporate costs, profit share and income tax.

2 Including Macquarie Capital Funds.
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Regional highlights

Our overall result was driven by good contributions from almost all
of the operating groups, despite some challenging market conditions.
Broad growth across the Group was driven by previous business
investment and diversification by product and geography with no
material trading provisions or material credit write-downs. Thers
was continued strong demand for Macquarie product.

Australia

The Australian business experienced continued market share
growth, record broking volumes and strong inflows into
superannuation and the Cash Management Trust (CMT). There
was strong growth in the number of clients in the Wrap business
as well as strong mergers and acquisitions (M&A) activity,
particularly in the early part of the period.

Macguarie Private Wealth maintained its position as the number
one full-service retail stockbroker. We announced that the Banking
and Securitisation and Financial Services Groups would be
integrated to provide additional growth opportunities.

We also took part in the largest M8A transaction in Australian
corporate history as co-adviser to Wesfarmers on its $A20.7 billion
acquisition of the Coles Group.

Macquarie was an investor in the Boart Longyear consortium and
an adviser, global equity co-ordinator and joint lead manager of the
$A2.35 billion Initial Public Offering {IPO) of Boart Longyear, which
was also the largest IPO in Australia since 1998.

Asia-Pacific

QOur equity-refated businesses in Asia continued to make a
significant contribution in the region. Other businesses, including
M&A and equity capital markets (ECM) experienced good growth.

Macquarie was joint global co-ordinator, joint bockrunner, joint lead
manager and joint sponsor of China Railway Construction
Corporation's $A8.2 billion (3US5.7 billion) IPO. (See front cover)

Macquarie was involved in a number of other transactions in
China and Hong Kong, including advising Macquarie International
Infrasiructure Fund (MIIF) on the acquisition of an 81 per cent
interest in the Hua Nan Expressway.

We secured significant roles in a number of transactions in Korza,
Singapore and Japan, established a joint venture with Indian wealth
management company Religare, and launched a private wealth
business in Singapore.

In the trading businesses, we formed an alfiance with Nomura
Securities to offer commodity derivative and commodity-based
investor products to Nomura's Japanese client base. We also
successiully executed the Group’s first Carbon Emissions
Reduction (CER) trade in China.

10
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in Singapore and seling residential assets in
Japan and office portfolios in Korea.

The Americas

Despite a relatively strong first half, the second
half was affected significantly by the credit market
disruption and write-down of investments held by
Macquarie in Macquarie-managed and associated
listed real estate investment trusts with assets

in America.

Growth in the Americas was driven by expanding
existing businesses including the acquisition of
QOrion Securities Inc. in Canada and Giutiani Capital
Advisors in the US.

These acquisitions, together with the acquisition
of CIT Systerns Leasing, added more than 400
new staff to the Group. Macquarie was lead
manager and bookrunner for the $A1.74 billion
($C1.57 billion) Silver Wheaton secondary
market ‘bought deal’?, the largest of its kind

in Canadian history.

We were also active in the utility sector, advising
a Macquarie Infrastructure Partners (MIP) led
consortium on the $A8 billion (JUS7.4 billion)
acquisition of Puget Energy®, an electricity and
natural gas provider to western Washington.

2 An entire issue of new stock or bonds bought from the
issuer by an investrnent dealer for resale to its clients.
3 Subject to regulatory approval.

Europe, Middle East and Africa

Significant transactions, steady inflow of equity to
specialist funds and continued expansion in certain
niches drove performance across Europe, the
Middle East and Africa.

Highlights included advising Macguarie UK
Broadcasting Holdings, the parent company of
Argiva (majority owned by Macquarie
Communications Infrastructure Group (MCG)

and Macquarie European Infrastructure Fund Il
{MEIF I}, which acquired National Grid Wireless
for $A6.2 billion (£2.5 bilion) to form the leading
provider of broadcast transmission services and
independent wireless sites for lease in the UK. We
also advised MCG and MEIF Il on the $A4.8 billion
(£1.9 bilion) acquisition of Airwave 02 Ltd, the
primary provider of secure digital radio
communication in the UK,

We advised on the $A9.6 billion (£4.2 billion)
acquisition of Southern Water by a consortium

led by Challenger Infrastructure Fund and
JPMergan, building on the experience gained in
the 2007 acquisition of Thames Water, Our UK
operations have grown significantly in recent years
and we now have rmore than 1000 staff based

in the London office.




activities in the UK and Europe. This will enable isted specialist fund security prices.

us to pursue further growth in the UK and However, long-term total returns for investors in

European region and provides a ‘passport’ for our  pacauarie’s listed specialist funds, both in
banking businesses in member countries of the Australia and internationally, from inception in
European Union. The authority enables Macquarie December 1995 to 31 March 2008, were over
to undertake deposit-taking and lending, deal as a 430 per cent.

principal and agent in most products and act as

a fund manager in the UK and Europe. Performance ,
L We continue to generate substantial profits and
Specialist funds

o o , dividends for cur shareholders. Althcugh markets
Macquarie is @ manager of specialist funds which 1 14ue heen mixed recently, with the share price of
own assets n infrastructure ?”d .relatgad sectors financial services and related entities being
(tqlll .roads, airports, communications infrastructure, particularly affected, our record of consistent,
ut|l|t|gs and o'ther as'set classes), lreal estate strong growth is reflected in Macquarie’s long-
(retail, office, industrial, commercial and global

, , ) term share price and returns to shareholders,
opportunity development), private equity and . . . .
development capital. As illustrated in the graph below, notwithstanding

the recent market decline, we have delivered a
return to shareholders of over 1800 per cent
since listing our shares in July 1996 to 31 March
— Assets under managernent increased 31 per cent 2008. This has produced a better return than all
from $A131 billion to $A172 billion but one of the companies making up the
Australian Securities Exchange (ASX) Top 50
{at the time of our listing) over the same period.
The average total shareholder return of the ASX
Top 50 over the period was 297 per cent?,

During the year, assets in Macquarie's listed and
unlisted spedcialist funds continued to perform well.

— QOver $A22 billion of new capital was raised for our
funds, with around 75 per cent from international
investors. Of this, around 85 per cent was for
unlisted funds or syndicates

- Demand for unlisted specialist funds continued Total shareholder return measures the change in share

desp|te the uncertainty in credit markets and value over a specified pericd, assuming that all dividends
volatility in listed equity markets are reinvested and accounting for all corporate actions.

- Seventy per cent of the real estate assets and
83 per cant of the infrastructure assets are
based offshore.

.

Macquarie Group total shareholder return versus the All Ordinaries Accumulation Index
Macquarie Group total shareholder return
All Ordinaries Accumulation Index
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Strategy

Our strategy remains to provide a full range of financial services
and products in Australia and expand selectively internationally,
seeking only to enter markets where our particular skills and
expertise deliver real advantage to clients. Qur people are provided
the operating freedom, within risk limits, to focus on adding
significant value for our stakeholders. This approach allows the
flexibility to enter new sectors and regions as opportunities arice

and to respond to the specialist requirements of individual markets.

As a result, we have established leading positions
in a range of markets.

Qur people

Macquarie has continued to recruit, retain, motivate and reward
some of the best and brightest peaple in a highly compaetitive
global labour market. Australian and international graduate
recruitment programs play an important role in this effort.

QOur approach to encourage and reward achievernent has helped
produce record results for shareholders. The fundamental
principles and objectives underlying staff remuneration have been
in place since Macguarie Bank Limited was founded in 1985,

Qur remuneration links performance-based remuneration to
shareholder value through the use of two key shareholder return
drivers: profitability and returns in excess of the cost of capital.

Macqguarie’s track record of delivering excellent long-term
sharsholder returns reflects the outstanding efforts of high quality
people over time and demonstrates the strength of the culture,
management and remuneration approach.

Remuneration arrangements ensure we are competitive with our
peers in the global employment market and are able to attract
and retain quality staff to grow our businesses.

QOur remuneration policies and practices are detailed in
the Remuneration Report contained in the Directors' Report
(pages 56-110).

We would like to thank all our staff for the excellent results
achieved this year.

1 2 Macquarie Group Limited 2008 Annual Report

Maoss will retire from the Group on 24 May 2008.
Allan has spent more than 30 years with Macquarie
and its predecessors, including almost 15 years as
Managing Director and Chief Executive.

Nichclas Moore, currently the Head of Macquarie
Capital, will take over from Allan as Managing
Director and Chief Executive Officer of Macquarie
Group Limited. For much of his 22 years with the
Group, Nicholas has spearheaded the successful
development of the Macquarie Capital business,
which now provides more than 60 per cent of
the Group’s profits. The business comprises
Macquarie’s corporate advisory services,
institutional stockbroking, specialist funds, equity
capital markets, specialised leasing and a
nurmber of other businesses.

Nicholas has been a member of the Executive
Committee for more than 10 years. He is globally
recognised as a financial services leader and is
ideally qualified to take Macquarie's global
businesses to the next stage. The Board regards
Nicholas as a person of remarkable vision, energy
and acumen. There are no plans to change
Macgquarie's longstanding strategy following
Nicholas' appointment.

Michael Carapiet, currently global Joint Head of
Macquarie Capital Advisers, will succeed Nicholas
as the Head of Macquarie Capital.

Following the corporate restructure during the
year, Richard Sheppard was appointed Managing
Director and Chief Executive Officer of Macquarie
Bank Limited.

Outlook

Market conditions make short-term forecasting
more difficult than usual. The current state of
financial markets means that it will be challenging
to repeat last year's record perforrmance, but this
may be achievable. Qver the medium-term we
continue to be well placed due to:

- effective risk management
- good businesses and committed, quality staff
— the strength, diversification and global reach of

our businesses

— the benefits of major growth initiatives
- continued strong global investor demand for

quality assets

— our strong capital base
- no problem trading exposures and no material

problerm credit exposures.

Current markets are challenging but we are well
positioned to take advantage of the opportunities,
including acquisitions which will undoubtedly arise.
Despite market conditions, the global business
platform has never been stronger.




Allan has been an extraordinarily

successful Chief Executive.
Under Allan’s leadership,
Macquarie has gone from an
almost entirely domestic
business to one earning a
majority of its income outside
Australia. Staff numbers have
grown aimost 10-fold and
profits have grown over 30-fold
during Allan’s term as CEO.
On behalf of shareholders,
staff and the Board, | thank
Allan for his contribution. 3

David Clarke
Chairman
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Being part of the Macquayié team for more
than 30 years has been a wonderful privilege.
| have enjoyed it .immenseyy and continue

to enjoy it so the decision to retire was
enormously difficult. However, | feel sure that,
after almost 15 years as CEQ, this is the right
time to hand over. We have an outstanding
successor in Nicholas Moore.

Although some markets are challenging,
those chalienges are creating many
opportunities for Macquarie. Nicholas is the
ideal leader to capture those opportunities.

| would like to thank our clients, staff,
shareholders and the Boatd for all the
support which they have given me and
my senior colleagues. L}

Allan Moss 3
Outgoing Managing Director and CEO




13 per cent up on the prior year despite mixed

Macquarie Capital’s result market conditions. Macquarie Capital has

. continued to pursue strategic growth initiatives
was 13 per cent hlgher than and has more than 4000 staff in 52 locations
the prior year across 25 countries.

Macquarie Capital Advisers

(incorporates Macquarie Capital Funds)

44 per cent of Macquarie profit

Macguarie Capital Advisers’ result was slightly
higher than the prior year, with over 300

Macquarie Capital contribution to profit transactions totalling a record $A200 billion.
_ 63 - International operations contributed 65 per cent
0 ¢ Jo0 of Macquarie Capital Advisers’ net income.

Fluctuating equity market conditions during the
year resulted in a reasonable transaction flow
| across all international regions. In Asia, there was
‘ growth in M8A and ECM.
|
|
|

Landmark transactions spanning al major
international regions and across a diverse range of
industry sectors were completed in the 12 months
to 31 March 2008.

Macquarie Capital Funds pursued its global specialist
fund strategy with $A11 billion of new capital raisings
for the full year! an increase of assets under
management of 28 per cent to $A140 bilion? Since
inception, the funds have achieved a compound
annual return of 16 per cent? for investors.

New funds established during the year include:
ADCB Macquarie Infrastructure Fund (Middle East),
Asia Resources Fund, Macquarie European
Infrastructure Fund Ill, Macquarie Global
Opportunities Partners (private equity), Macguarie
Infrastructure Partners I {North America) and
Retirement Villages Group.

1 4 Macquarie Group Limited 2008 Annual Report




Macquarie Capital Securities’ resuft was 36 per cent higher than the
prior year,

In Australia, strong equity markets in the first half

of the year resulted in good growth in secondary market revenues.
ECM revenues were slightly down on the prior year but offset by
good comorate broking revenues,

In Asia, there were outstanding gains in secondary market revenues
as a result of strong equity market conditions.

The establishment of the US and European domestic equity sales
trading and research businesses continues.

Recent hightights included the acquisition of Orion Securities Inc.,
a Canadian independent dealer focusing on the resources sector.
Since the acquisition, the business has achieved record secondary
market revenues.

Macquarie Capital Products

Five per cent of Macquarie profit

Macquarie Capital Products’ underying result was 17 per cent higher
than the prior year with expansion across most businesses and
products. The division achieved record raisings in its Australian retail
products, launched new funds in Germany and Austria and also
established listed infrastructure and resources hedge funds.

The joint ventures with MD Sass and Globalis were further
developed. Total assets under management grew by three per cent
from $A8.9 billion at 31 March 2007 to $AS.1 billion at 31 March
2008 (including assets managed by associates).

Macquarie Capital Finance

Two per cent of Macquarie profit

Macquarie Capital Finance’s result was slightly higher than the prior
year, with strong contributions from all businesses. The aggregation
of lending volumes and assets have increased by 34 per cent from
$A5.4 bilion at 31 March 2007 to $A7.3 billion at 31 March 2008,

In December 2007, Macquarie Capital Finance completed the
acqguisition of CIT Systems Leasing. With approximately $US750
million of leased assets, it is one of the largest independent lessors
of technology equipment in North America.

Macquarie Capital Finance sees continuing growth in both the
domestic and international equipment finance markets and is well
placed to take advantage of the opportunities that difficult

debt markets are presenting.

and ;_)rindipal transactions and continues to
expenence significant demand for new fund raisings.

Uncertainty in global markets is expected to
have an impact on the group in the year ahead
with challenging short-term conditions. However,
growth is expected in the medium term.

Ongoing transactions:

— joint lead manager and underwriter for Wesfarmers'
$A2.57 billion rights issue. The offer is the third
largest rights issue ever undertaken in Australia

— adviser to Rio Tinto in relation to BHP Billiton's
$A162 bilion takeover offer.

Highlights since 31 March 2008 include:

- signed joint venture agreement with Renaissance
Capital to develop infrastructure advisory and
fund management cpportunities in Russia and
other CIS countries

- Memorandum of Understanding with State Bank
of India signed in relation to the establishment and
management of an Indian infrastructure fund.

1 Includes 100 per cent raised by jointly managed funds.

2 As at 31 March 2008. Calculated as proportionate
enterprise value (proportionate net debt and equity value)
as at 31 December 2007 or cost if acquired subsequent
to 31 December 2007.

3 Annualised retum based on all capital raised, distributions
paid and valuations {market capitalisation for listed funds
and net asset value for unlisted funds and managed assets)
for Macquarie Capital Funds since inception to 31 March
2008 (listed funds as at 31 March 2008, unlisted funds and
managed assets as at 31 December 2007). Calculated on
an AUD basis, with cash flows converted at fixed exchange
rates {based on the date of listing for listed funds, first
close date for unlisted funds, and financial close date for
managed assets).

¢ Calculated based on the closing price of BHP Billiton shares
and exchange rates immediately prior to announcement of
BHP Biliton’s pre-conditional offer on 6 February 2008.
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manager on the $A2.35 billion IPC of Boart Long;/é;l;,qtr?évlargest PO in Australia since 1908

Co-adviser to Wesfarmers on its $A20.7 billion acquisition of the Coles Group, the largest M&A
transaction in Australian corporate history

Adviser to Coates Hire on its $A2.2 billion sale to a consortium consisting of The Cartyle Group
and National Hire Group

Adviser to the GPT Group on its $A1.2 bilion equity capital raising to create the $A2 billion GPT
Wholesale Shopping Centre Fund

Adviser, investor, sponsor and equity arranger to a Macguarie Global Infrastructure Fund It
led consortium on its $A351 million acquisition of Hobart International Airport

Adviser to Macquarie Media Group on the $A1.3 billion acquisition of Southern
Cross Broadcasting

Asia-Pacific

Joint global co-ordinator, joint bookruniner, joint lead manager and joint sponsor of the
$A6.2 bilion ($US5.7 hillion) IPO of China Railway Construction Corporation

Joint bookrunner and joint placing agent for Beijing Enterprises on its $A533 million
($HK3.71 billion) accelerated bookbuild offering and top-up placement

Adviser to MIIF on the acquisition of its 81 per cent interest in Hua Nan Expressway, a toll road in
the city of Guanghzou, China, for $A565 milion (RMB3.74 billion)

Adviser, lead manager and equity arranger on the $A873 million ($US750 miilion) diversified
development fund in India - Tata Realty Initiatives Fund 1

Adviser and equity investor in the Korea Muttiplex Investment Corporation {a Macquarie-led
consortium) on the acquisition of Megabox, Korea's third largest cinema chain, for $A359 million
(KRW270 billion)

Adviser to Visa Asia Pacific on the global restructuring of Visa International, Visa USA and Visa
Canada to form Visa Inc

The Americas

Lead manager and bookrunner for the $A1.74 billion ($C1.57 billion) Silver Wheaton bought deal,
the largest bought deal in Canadian history

Adviser to a MIP-led consortium as the successful candidate on the $A688 million ($C597 million)
concession to design, build, finance, oparate and maintain the proposed extension of the Autoroute 25,
the first transportation Public Private Partnership project in the province of Quebec

Adviser, debt arranger and equity investor in New World Gaming on the $A1.59 billion
{$C1.38 billion) takeover of Gateway Casinos, the largest ever Canadian gaming transaction

Adviser to Macquarie Power and Infrastructure Income Fund on its $A499 milion ($C448 million)
acquisition of Clean Power Income Fund, a portfolio of renewable energy businesses in Canada

Senior co-manager on the $A21.3 billion {$US19.7 bilion) IPO of Visa Inc, the largest IPO in US history

Adhviser to the Macquarie-led consortium on the $A4.43 billion ($US3.8 billion) acquisition of Spirit
Finance Corporation, a listed Real Estate Investment Trust (REIT) specialising in the acquisition of
operationally essential real estate across the US

Adlviser to a MIP-led consortium on its $A8 billion (SUS7.4 bilion) acquisition of Puget Energy®,
an electricity and natural gas provider to western Washington

Europe, Middle East Adviser to a consortium led by the Challenger Infrastructure Fund and JPMorgan on the

and Africa

$A9.6 billion (£4.2 billion) acguisition of Southern Water

Adviser to Macquarie UK Broadcasting Holdings, the parent company of Argiva, majority owned by
MCG and MEIF Il, which acquired National Grid Wireless for $A6.2 billion (£2.5 bilion) to form the
leading provider of broadcast transmission services and independent wireless sites for lease in the UK

Adviser to Leighton Holdings on the $A888 miillion {($US726 million) acquisition of a stake in one of
the leading constructors in the Gulf region, Al Habtoor E&C in Dubai (including arrangement of
acquisition finance)

Adviser to MCG and MEIF Il on the $A4.8 billion (£1.9 billion) acquisition of Airwave O2 Ltd,
the primary provider of secure digital radio communication in the UK

Adviser and lead sponsor on the $A1 oillion (£422 milion) Peterborough Hospital Private
Finance Initiative

Adviser to the Goodman Group on the $A840 million {£336 million) acquisition of UK logistics
developer, Rosemound Developrments
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Equity Markets Group
recorded its fifth successive
record result

Equity Markets contribution to profit
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markets were particularly favourable during the
first half of the financial year. However, they
became more challenging in the second half as
the global debt crisis spread te equity markets.

Equity Products Division

The division offers equity-linked investment, trading
and risk management products to clients in
Australia, Asia, Europe, the US and Latin America.

The division performed well, benefiting from the
market conditions in the first half of the year and
maintaining strong market positions in Australia
and key Asian markets. Operations in most other
international markets made an increased
contribution,

The division continued to invest in new product
development and the risk management systems
necessary to expand the range of products
offered to clients.

Fund Products Division

EMG's funds management business manages
single strategy hedge funds, funds of hedge
funds and structured fund products. The division
experienced a record level of inflows into its single
strategy funds. Its result was significantly up on
the prior year.

Funds under management (excluding funds
provided by Macquarie) grew 163 per cent to just
over $A3.2 bilion at 31 March 2008.

In addition, funds under risk management

(funds of external managers over which the division
provides hedging or risk management services)
grew seven per cent to approximately $A3.1 billion
over the same period.

Global Equity Finance Division

The division's contribution was slightly up on the
prior year due to growth in securities borrowing
and lending volumes and structured equity finance
activities in Australia, Asia and Europe.

Alternative Strategies Division

Established in April 2007, the division is a joint
venture with Macquarie Capital Securities. It offers
equity derivatives, market-access products and
financing to hedge fund clients. The division
performed well in its first full year of operation.

Outlook

Future performance will depend on conditions
in global equity markets which are expected to
be more challenging during the 2009 financial
year. EMG will continue to diversify its business
activities in Australia and internationally.
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Treasury and Commodities Group
is well placed to benefit from
increased volatility across most
of its markets

Treasury and Commodities contribution to profit

0 100

Region Highlights and major activity

Australia Debt Markets was the arranger and joint lead
manager for a recent $A341 million Crusade ABS
Series 2008-1 auto securitisation issue

Asia-Pacific Successfully executed Macquarie’s first CER trade

in China

Formed an alliance with Nomura Securities,
offering commodity derivative and commodity-
based investor products to Nomura's Japanese
client base

The Americas Foreign Exchange took a stake in US-based online
margin foreign exchange business Advanced
Markets Inc

Metals and Energy Capital established an office in
Calgary, Canada

Energy Markets Division continues to develop and
grow its US power capabilities

Europe, AGIP launched a commodities fund in the Middle East
Middle East in conjunction with the Funds Managerment Group
and Africa

Strong performance of Energy Markets Division's
Corona Energy, a UK gas distribution business

Treasury and Commeodities Group’s profit contribution was
slightly up on the strong result of 2007 which included a
significant oil and gas realisation. Substantial contributions

were made by the Metals and Energy Capital, Foreign Exchange
and Agriculture and Investor Products Divisions with good
contributions from most other divisions.

Metals and Energy Capital

The division offers price-making, derivative trading and financing in
base and precious metals and other selected commodities as well
as financing to the cil and gas sector.

The division's contribution was below that of the prior year which
included a significant one-off realisation. The division experienced
continued growth in the oil and gas financing business and strong
trading and project finance results.
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physical commodity solutions to a broad customer base.
AGIP also provides risk management services across
agricuttural commodities (grains, soy complex, sugar,
coffes, cocoa and ethanol) and selected freight routes.

The AGIP result was very substantially up on the prior
year as the division benefited from the increasing
interest in agricuttural commodities and strong market
conditions.

Foreign Exchange

The division provides price-making services in all
currency pairs and structured term hedging currency
solutions for Australian and international clients. The
division also provides risk management senvices across
all of these currencies and tailor-made products. It
maintains an active intemet currency trading platform,
senicing the Japanese retail trading market. It supports
currency derivatives joint ventures in the United Arab
Emirates and New Zealand.

Increased market volatility had a positive effect on
foreign exchange volumes with the division's results
substantially up on the prior year.

Futures

This division provides a full range of broking and
clearing services for Australian and international
exchange traded derivatives markets. The division
makes extensive use of proprietary technology to
provide clients with customised execution and clearing
solutions, including direct market access and straight-
through processing.

The division’s result was well up on the prior year,
reflecting continued growth both domestically and
offshore.

Debt Markets

The division arranges and places primary market debt
for clients and provides secondary market liquidity in
government, inflation-linked, corporate, global,
mortgage and asset-backed securities. It also provides
risk management solutions through structured
securities and derivative-based products relating to
credit and interest rate risk.

Accordingly, the division only has modest holdings
of generally highly-rated debt instruments.

The division retumed a solid result despite difficult
market conditions. However, the 2008 result was
below the prior year.

Treasury

The division is responsible for the management of
Macquarie’s balance sheet, liquidity and interest
rate exposure, These activities are now part of
Group-wide Services.

Qutlook

The group’s future performance is dependent on
market conditions. The group expects to benefit from
increased volatility across most of its markets, resulting
in satisfactory transaction levels. Some divisions
anticipate particularty strong volume increases.

The transaction pipeling is forecast to remain
strong although debt capital markets are likely to
continue to be challenging.

The group expects to maintain strong transaction activity
levels across its businesses. The group will continue to
pursue global expansion on a selective basis.



Our Real Estate Investment Trusts
(REITs) have quality real estate
portfolios which are operating
soundly in challenging capital
market conditions

Real Estate contribution to profit
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Region

Highlights and major activity

Australia

Macguarie Real Estate Equity Funds 6 and 7
established with $A139 milion equity raised,
bringing total equity raised in the series to
$A439 milion and with $A3.6 billion in forecast
gross development value

Real Estate Structured Finance (RESF) sold
50 per cent of its interest in the Port Geographe
residential canal development in WA

Urban Pacific! acquired two major residential
development sites in Adelaide with projected gross
revenue of $A393 million

Asia-Pacific

MGPA advised funds successiully bid for two
development sites at Marina View, Singapore, with an
expected total investment value of $US3.8 bilion

J-REP, the Macquarie Goodman Asia joint venture,
secured 14 logistics assets in Japan for ¥63.5 billion

Macquarie NPS REIT established with South
Korea's National Pension Service, one of the
world’s largest pension funds. It has assets
under management of KRW224 billion

The Americas A real estate debt capital markets team was

established to capitalise on emerging real estate
debt market opportunities

A joint venture was established with Wireless
Capital Partners, LLC, one of the largest independent
wireless cell site lease aggregators in the US, to
acquire the rights to a portfolio of leases which host
wireless telecommunication equipment

Europe,
Middle East

and Africa

An investment was made in UK self-storage assets
with one of MGPA's advised funds, managed by
Storage King

RESF participated in significant projects in London
and opened an office in Manchester

European assets acquired by Macquarie Office
Trust (Germany) and Macquarie CountryWide Trust
(Germany and Poland)

by Macquarie in Macquarie-managed and
associated listed real estate investments.

The group's underlying result was supported

by strong activity levels across the business.

Key everts included the profitable disposals of
Japanese residential and Korean office portfolios.
The sale of Macquarie ProLogis Trust realised
significant value for investors and the group.
Macquarie MEAG Prime REIT announced a
strategic review aimed at enhancing value for
unit holders.

There was a continued focus on unlisted equity
raisings with over $A5 bilion raised, the majority
by MGPA. Assets under management? increased
37 per cent to $A32.3 billion from $A23.6 billion
with new assets acquired in Singapore, Japan,
Poland and Germany.

Lending activities in Australia, the US and the
UK continued to make a proftable contribution.

The global REIT sector has experenced
significant volatility as a result of the credit market
disruption. As previousty mentioned in this review,
a write-down of $A293 million was taken against
investments held by Macquarie in Macquarie
managed and associated listed real estate
investments at 31 March 2008. This equated to a
$A90 million impact on NPAT. Notwithstanding this
write-down, our REMs have high quality real estate
portfolios which are operating soundly.

Outlook

The group’s key challenge is to restore and
enhance value for our REIT investors via asset
and capital management, non-core asset
disposals and invester relations. In particular, there
are strategies to reduce gearing where applicable.

The group expects to return 1o profitability

next year. It is well positioned to take acdvantage
of market opportunities, with substantial equity
raised across the unlisted platform available

for investment. The group is well placed in

the Australian and Asian economies,

1 Urban Pacific Limited jointly acquired these sites with
AV Jennings and one of the projects was subsequently
sold down to MREEF 7.

2 Assets under management includes assets managed

by Macquarie and its associates.
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The Financial Services Group has
continued to grow its underlying
profit base while expanding
services to clients globally

Financial Services contribution to profit
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The Financial Services Group (FSG) profit was up 33 per cent
on the prior year.

This increase was due to record broking levels, a significant
increase in market share across the business and strong inflows
into superannuation and the CMT.

The group continued to develop international initiatives. During the
year, it signed a joint venture agreement with Indian wealth
management company Religare and launched an Asian private
wealth business based in Singapore. It also actively pursued
domestic opportunities to expand adviser numbers and grow core
service business.

Total assets under administration, advice and/or management
grew 15 per cent from $A70.5 billion to $A80.9 billion.

FSG and the Banking and Securitisation Group were integrated in
the second half of the year to form the Banking and Financial
Services Group {BFS). The merged group will integrate banking
and wealth product offerings to provide better client service and
opportunities for growth.
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profit and client numbers substantially. The CMT
increased 25 per cent from $A14.1 billion to

$A17 .6 billion. Funds under administration in the
Macquarie Wrap at $A22.5 bilion were slightly
down on the prior year due to negative market
movements. The superannuation portfolio increased
20 per cent from $A20.4 billion to $A24.5 bilion
with significant inflows in June 2007 as clients took
advantage of superannuation reforms. The growth
of the MAS Futurewise Insurance platform added
to the division’s performance.

The MAS-owned Coin Financial Planning software
business continued to expand its service offering
to advisers. It acquired a 50 per cent stake in
outsourced paraplanning company Qutplan

and financial ptanning practice management
company Olicc.

Macquarie Private Wealth (MPW)

MPW maintained its position as the number one
full-service retail stockbroker in Australia in terms
of volume and market share. The division also
acquired 50 per cent of Financial Index, a scalable
advice business complementary to our other
aclvice offerings.

MPW's Private Bank Division launched its first Asian
private wealth service based in Singapors which will
form the hub of MPW's Asian ultra-high-net-worth
advice operations.

Macquarie Global Investments {MGI)

MGI was established during the year to focus
on the development of products for retail and
wholesale investors globally. During the year,
the division launched the institutional boutique
investment firm Queen Street Partners. It also took
responsibility for FSG's interests in New Zealand
fund manager Brook Asset Management, and
acquired the 51 per cent of the company not
already owned. The Macquarie Pastoral Fund
was moved to MGI where commitments

from investors increased by more than

$A500 million.

Qutlook

The group expects retait volumes to remain volatile
and new equity issue activity to be reduced. It
anticipates continued demand for cash, fixed
income and Wrap products.

The newly integrated BFS is expected to provide
enhancement to the existing product range and
services and to achieve cost economies.




The priority will be to adapt the
businesses and capitalise on current
market conditions where possible

Banking and Securitisation contribution to profit
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prior corresponding period due to the strong
contribution from the divestment of the
Australian and New Zealand childcare business
and property portfolics in the prior year; and
current challenges in cur mortgage businesses.

The contribution from Banking was up on

the prior comresponding period due to strong
performances from Relationship Banking

{up 23 per cent) and significant growth in deposits
which increased 37 per cent on the prior year.
The contribution from Investment Lending was
up 12 per cent from the prior year with portfolio
growth of 25 per cent from $A4.8 billion at

31 March 2007 to $A6.0 biilion at 31 March 2008
despite deteriorating market conditions in the
second half of 2007.

Difficult credit market conditions and increased
cost of funding significantly affected the mortgage
businesses. As a resutt, in March 2008 the group
announced the decision to wind back residential
mortgage origination senvices in Australia. The
group also ceased new mortgage business in

the US. Both businesses will continue to provide
service 1o existing customers, who hold
approximately 98,500 loan facilities.

Global mortgage securitisation markets are
effectively closed, except in Canada. Qur Canadian
mortgages business, acquired in July 2006,
continues to be supported by local government-
backed securitisation through the Canadian
Mortgage Bond program. Credit quality in the
group's mortgage portfolio remains high across all
countries, default rates are low and there is no
exposure to sub-prime loans.

Investment in new banking businesses continued
with the launch of credit cards in Australia in April
2007 and the establishment of a start-up business
in the UK, providing business lending services to
the UK insurance broking industry in May 2007.

The Banking and Securitisation Group merged
with FSG in February 2008 to form BFS, providing
more integrated opportunities for future growth in
the retail banking and financial services sector in
Australia and internationally.

Outlook

The group anticipates that global credit market
conditions will continue to be challenging and
expect the Australian mortgages book of
$A23.7 bilion at 31 March 2008 to decline due
to significantly reduced new business.

Relationship Banking is expected to continue to
perform well with strong growth in term deposits
through cross-sales to existing clients.
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For the second consecutive year, the
Funds Management Group was awarded
Momingstar Fund Manager of the Year
for both Fixed Interest and Domestic
Equities Small Companies (Australia)

Funds Management contribution to profit
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Region Highlights and major activity

Australia Macquarie Funds Management is one of Australia’s
largest asset managers, offering investment
services in all major asset classes

Macquarie won Morningstar Fund Manager of the
Year in two asset classes

Asia-Pacific Macquarie Funds Management Hong Kong offers
advisory and fund-of-funds services over Asian
private equity
Macquarie Funds Management Taiwan offers a
range of funds due to be launched in the new
financial year

The group promotes its asset management
services in Karea through a representative office

The Americas Macguarie Funds Management USA Inc, based
in California, offers advisory and fund-of-funds
services over global private equity.

Europe, Macquarie Investment Management UK Limited

Middle East offers fixed income funds management out of the

and Africa  London office. The sales operation offers managed
funds in three asset classes
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the sale of its interest in Macquarie-IMM
Investment Management (MIMM) in Korea and
strong performance fees from equity funds.

Assets under management felt by nine per cent
to $AS7 4 billion during the year largely due to the
sale of MIMM and some significant redemptions
frormn global property and currency mandates.

Australia

Many of its flagship equities funds continued to
perform strongly, particularty the Macquarie Long
Short Equitised Fund and the Macquarie High
Conviction Fund.

The group increased retail sales and inflows into
key products. The Macquarie Master Diversified
Fixed Interest Fund, the Macquarie International
Infrastructure Securities Fund and the Macquarie
Australian Small Companies Fund all experienced
strong inflows.

Over the year, the group made significant
investments in 1T infrastructure, upgrading its
core investment administration and accounting
infrastructure.

International

During the year, the group sold its 85 per cent
interest in the Korean joint venture MIMM, which
was established in 2000 and provided investment
solutions to Korean institutions and distributors.
The company had assets under management

of over $A14.6 billion ($US13 bilion) at the

time of sale.

FMG commenced distributing retail funds in

Taiwan during the year. It was appointed investment
adviser to funds offered by three of Taiwan's leading
investment trust firms.

The group’s Alternative Investments Division and
Real Estate Securities Division also established a
presence in London, joining the global fixed income
team which moved to London earlier in 2007,

The Macquarie Clean Technology Fund,

managed through FMG's US operation in Carlsbad,
California, held its final close in January 2008,
concluding a successful fund-raising with over
$A228 million ($US200 million) in commitrments.

Qutlook

Immediate growth for the group is expected to be
affected by the current difficult market conditions
although there are signs that institutional investors
are retuming to the market, especially in fixed
income and equity funds. The group will continue
to explore smaller acguisition opportunities,
especially where they expand the group’s range
of investment capabilities.




A network of support areas provides the infrastructure and framework
which enable the six groups to operate. During the year, strong
independent risk management continued to be a fundamental part of
the way Macquarie does business and a key factor in our success.

Other groups and divisions grew considerably during the year, with
staff numbers generally up 31 per cent on last year in support of the
Group’s international expansion. The management and organisation
structure is shown below.

Macquarie Group

Corporate Affairs Group
Greg Ward

fiteasunyland]
[CommoditiesiGroup)

MBL Board of Macquarie Group
[Banking| Directors and Limited Board of Directors Macquarie
andlEinanciall Executive and Executive Comimittee Capital

Committee ) ) Nicholas
Managing Director Moore”

(Refiar Miter Managing Director and Chief Executive
and Chief Executive Officer
Officer Allan Mogs”
Richard Sheppard

Risk Management
Group
Nick Minogue

[ELinds}
B Brragalk

Information Technology Group

Nigel Smyth
Banking Group {(Macquarie Bank Limited {MBL) “Mr Moss retires effective 24 May 2008. Upon Mr Moss' retirement
and its subsidiaries) Mr Moare will become Managing Director and Chief Executive Officer
. . . of Macquarie Group Limited. Mr Carapiet will succeed Mr Moore as
. Macquarie Financial Holdings Group - Head of Macquarie Capital.

operates separately from the Banking Group
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Risk Management Group

Risk Management Group (RMG} is an independent, central

unit responsible for ensuring all risks are appropnately assessed
and managed across Macquarie. its functions are Credit,
Prudential, Capital and Markets, Operational Risk and Compliance.
The Head of RMG has oversight of Internal Audit jointly with the
Board Audit and Compliance Committee (BACC). A full Risk
Management Report is contained in the 2008 Annual Report.

Credit minimises the risk of loss arising from

failure by counterparties to repay loans or honour contracts.
Credit ensures that the identification and assessment of equity
exposure risks is complete. Credit is supported by Data Policy,
which ensures consistent data standards across Macquarie's
businesses so that accurate and reliable information is available
for risk management and reporting.

Prudential, Capital and Markets (PCM) ensures that market,
funding and liguidity risks are appropriately managed and that
aggregate risks across all risk types do not exceed Macquarie's
economic capability to bear risk. PCM is also responsible for
ensuring that Macquarie discharges its obligations to APRA,
including compliance with prudential standards and that a
constructive relationship is maintained with the regulator.

Operational Risk assesses operational risk from a Macquarie-wide
perspective and ensures that an appropriate framewaork exists to
identify, assess and manage operational risk.

Compliance assesses legal, regulatory and reputation risks from a
Macquarie-wide perspective. It creates Macquarie-wide policies
and procedures to manage these risks and monitors and oversees
the management of compliance risks by each of Macquarie's
businesses.

The Quantitative Applications Division (QAD) is responsible for
reviewing and approving all derivatives pricing models used within
Macquarie’s trading systems. In additicn, QAD works with
businesses to provide solutions to complex financial problems.
QAD also presents courses internationally on quantitative
approaches in finance.
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of design and the effectiveness of Macquarie's
financial and risk management framework.

RMG has been responsible for leading the
implementation of Macquarie’'s Basel |l project.

In December 2007, Macquarie Bank Limited was
accredited by APRA to operate as an advanced
bank for credit and operational risk. The advanced
approaches under Basel Il place a higher reliance
on a bank’s internal capital measures and,
therefore, require a more sophisticated level of risk
management and risk measurement practices.

Corporate Affairs Group

The Finance Division, previously Financial
Operations, supports the Group’s operating areas
and management by providing financial control,
financial planning and capital management,
management reporting and budgeting, divisional
accounting services and international business
support.

The Settlements Division is structured o provide
specialist confimnation and settlement facilities for a
variety of products and currencies for many of the
Group’s businesses intemationally. The division
provides a key segregated control function built on
strong operational risk management and a control
culture that is consistent and resilient.

Ower the last year, the division has expanded its
functions te incorporate the Group restructure and
accommodate growth offshore while meeting the
demands of changing legislation and regulations.
In addition, the division has made significant
investment in training and developing staff to
ensure that it continues to attract and retain staff
who perform these key responsibilities.

The Business Improvement and Strategy
Division provides consulting services to all
business and support areas and manages
Macquarie's annual strategy review. Services
include advice on growth, strategy, organisation
design, new product development, process
re-engineering and management of change.
The division offers its services domestically

and internationally.

The Taxation Division provides taxation support
to all areas of the Group, managing its compliance
with taxation legislation and relationships with
revenue authorities wordwide. The division reviews
the taxation implications of existing and proposed
transactions and structures.

To maximise support to the Group's businesses,
the division has staff in London, New York,
Hong Kong, Seoul, Toronto and Sydney.

The Treasury Division is responsible for
management of the Macquarie's balance sheet,
liquidity and interest rate exposure. Treasury's result
was stronger than the prior year, reflecting
successful management of balance sheet growth.




The Company Secretarial and Investor Relations Division

has responsibility for compliance with certain ASX and Australian
Securities and Investrments Commission requirerments, the Group's
share registry, employee equity schernes, professional risk
insurances and Group-wide corporate governance matters. The
division includes the Investor Relations function, which oversees
Macquarie’s communications with the investment community and
actively works to foster relationships with its shareholders. The
division had an active and key role in the Group restructure and
increased its presence in the major international offices.

Macquarie aspires to be recognised as the leading employer of the
best people in the market. The Human Resources Division
supports business strategy by seeking to attract, recruit, reward
and retain the best employees. To achieve this, the division works
closely with business groups, providing operaticnal and consulting
services globally.

During the year, the division continued to focus on enhancing
infrastructure to ensure a platform for future growth that is
adaptable to business needs in each region. In particular, this
involved implementing scalable systems to support global HR
practices and hiring senior staff to manage the regional HR
functions. The year was characterised by increased transactional
volumes due to involvernent in complex projects such as the
Group restructure and the support of key acquisitions. There
has been continued development of attraction and sourcing
strategies to support businesses to recruit for growth through
the introduction of candidate-care surveys which help businesses
understand the strengths and opportunities for improvernent

of the recruitment process.

ongeing management of corporate real estate,
physical risks and corporate services. The primary
focus during the year was to ensure growth was
managed within a controlled risk framework. Key
projects included the expansion and establishment
of offices internationally as well as significantly
increasing the capacity and resilience of major data
and recovery centres.

The Informatien Technology Group (ITG)

is responsible for the management of Macquarie's
technology infrastructure, the support and
develocpment of existing business systems and the
delivery and deployment of new systems,
technologies and services.

In the past year, TG’s Infrastructure Technology
Services ([TS) team delivered a number of projects
to support Macguarie's growth, including the
implementation of a new data centre in New York.
The business-aligned teams implemented some
significant applications, including those for the new
Houston Treasury and Commodities Group power
and EMG Prime businesses and the deployment of
the primary trading platform for Macquarie
Securities in a further eight countries.

TG also supported the integration of organisations,
including Giuliani Capital Advisors and Orion
Securities Inc. as well as the restructure of the
Macquarie Group. TG continued to build strategic
relationships with vendors to significantly reduce
costs and complement the MG team globally.

The Corporate Communications Division
is responsible for protecting and enhancing
Macquarie's brand and reputation. The division
oversees Macquarie’s activities in;

- media relations

— government relations

- community relations

- brand and marketing

- internal communications

- e-commerce

- reputation and brand protection

- Macquarie Group Foundation

- Macquarie Sports

- Sustainability and Erwironment Office.
The Corporate Communications Division is
represented in Macquarie’s offices in Sydney,
Canberra, London, New York, Hong Kong,
Singapore and Seoul.
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A record $A23 million in community
contributions confirmed the Macquarie
Group’s position as a leading corporate
benefactor to the community sector

In the year to 31 March 2008, the Foundation contributed
$A17.3 million to more than 500 community organisations
around the world, an increase of 37 per cent on the previous
year. This record funding confirms the Macquarie Group
Foundation’s position as a leading corporate benefactor to
the community sector.

Complementing the Foundation’s contribution, Macquarie staff
raised $A5.7 million for not-for-profit organisations. This figure is
a 39 per cent increase on the previous year's effort and was
matched by the Macquarie Group Foundation.

The Foundation has introduced a range of initiatives to further
encourage staff engagement. From 1 July 2007, the Foundation
Board agreed to match donations made by staff through
Macquarie Giving, a program where donations are automatically
deducted each month from a participant’s pay. The program has
been expanded beyond Australia and the UK to staff in the US,
Canada, Hong Kong and Singapore.

One of the key aims of the Macquarie Group Foundation is to build
sustainability in the not-for-profit sector. Since the introduction of
capacity building grants in 2008, the Macquarie Group Foundation
has provided more than $A6 million worth of these grants.

Throughout the year, capacity building grants were made to:
Youngcare, which seeks to fill the gap in specialist residential care
for young people; The Song Room, which provides music-based
education programs to disadvantaged children; Chicago-based
BUILD which provides community programs for young peoplis;
and The Hong Kong Council of Sccial Services.

In September 2007, the Macquarie Group Foundation and
KPMG hosted a Social Innovation Summit in the UK, bringing
together business, government and community leaders to
explore ways of addressing chronic youth issues. The Princa’s
Trust, the Young Foundation and Business in the Community
were also partners in the Summit which followed the Social
Innovation Dialogue held in Australia in 20086.
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health, welfare, education, arts and the emaronment.

In a major health initiative, the Juvenile Diabetes
Research Foundation (JORF) and the Macquarie
Group Foundation launched a partnership to
support research into type 1 diabetes. The
partnership aims to increase the volume and
impact of Australian diabetes research.
Macquarie has had a relationship with JORF for
many years, led by staff involved in a range

of fundraising and volunteer activities. Other
heafth initiatives include the establishment of the
first Chair of Schizophrenia Research, the
inaugural Chair in Cerebral Palsy Research and
an Australian-first PhD scholarship to research
adolescent depression and suicide. Staff were
also active with the Sydney Graduate Volunteer
Network hosting the Spastic Centre of NSW
children’s Christmas Party.

In education, the Foundation continued its
support of the Cape York Institute’s Higher
Expectations Program which reached a
significant milestone this year with the first group
of students graduating from Year 12. In London,
mere than 30 Macquarie staff volunteered with
the Real Apprentice program organised by the
East London Business Alliance, sharing their
skills with young people from Hackney in East
London. During the year, the Macquarie Group
Foundation became the cornarstone supporter
of Giant Steps’ education program to suppont
children with autism.

W N S

Qur support in the welfare sector continued
with grants to QzHarvest to assist its expansion;
The Asian Women's Welfare Association in
Singapore; The Beacon Foundation and The
Big Issue Homeless World Cup to be held in
Melbourne this year.

In the arts, Macquarie supports the Belvoir
Strest Theatre's B Sharp Program, the
Commonwealth Writers' Prize and the Australian
Youth Orchestra's national auditions program.

The Lizard Island Reef Research Foundation
received additional funding for resources for the
Macquarie Group Foundation Education Centre
located on the island. Other environmental
initiatives included the Wolong Panda Park in
China, the National Centre for Marine and Coastal
Conservation and Bush Heritage Australia.

Macqguarie Sports, funded by the Foundation
and Macquarie businesses, organised clinics
and related programs in netball, cricket,
basketball, rugby league, rugby union and
AFL with sporting identities serving as
coaches and role models for children from
diverse communities throughout Australia.




The Board is committed to Macquarie seeking to achieve
supericr financial performance and long-term prosperity,
while meeting stakehclders' expectations of sound
corporate governance practices. This Statement outlines
Macquarie’s main corporate governance practices.

The Board, in conjunction with the Board Corporate
Governance Committee, determines the most appropriate
corporate governance arrangements for Macquarie. As
with all its business activities, Macquarie is proactive in
respect of corporate governance and puts in place those
arrangements which it considers are in the best interests
of Macquarie and its shareholders, consistent with its
responsibilities to other stakeholders. It actively reviews
Australian and intemational developments in corporate
governance including the prudential requirements of the
Australian Prudential Regulation Authority (APRA).

As required by the ASX Listing Rules, this statement sets
out the extent to which Macquarie has followed the ASX
Corporate Governance Councif's Corporate Governance
Principles and Recommendations during the year to

31 March 2008. On 13 November 2007, Macquarie
Group Limited replaced Macquarie Bank Limited as the
listed parent of the Macquarie Group. The governance
practices described below largely applied to Macquarie
Bank until 12 November 2007 and have applied to
Macquarie Group Limited since 13 November 2007. This
staternent reports against the revised Recommendations
released by the ASX in August 2007,

Macquarie considers that its governance practices
are consistent with all but one of the 28 ASX
Recommendations. The Board beligves that Non-
Executive Director David Clarke, although not an
independent director, is the most appropriate person
to be Macquarie’'s Chairman. An explanation for
departure from this Recommendation is provided

on pages 29-30.

Macquarie has posted copies of its corporate
governance practices on its website at
www.macquarie.com.au/au/about_macquarie/
corporate_governance.htm.

Principle 1
Lay solid foundations for management
and oversight

The Board Charter details the composition and role and
responsibilities of the Board and their relationship with
management to accomplish the Board's primary role

of promoting the long term heaith and prosperity of
Macquarie. A copy of the Board Charter is available on
Macquarie's website at www.macquarie.com.au/au/
about_macquarie. (ASX Recommendation 1.3)

As set out in the Board Charter, the Board has delegated
specific authorities to the varicus Board Committees and
the Managing Director. Macquarie's Executive
Committee and Operations Review Committee operate
as management committees appointed by the Managing
Director pursuant to his delegated powers and, in
exercising these powers, he typically makes decisions
regarding significant issues, in consultation with one of
these committees. (ASX Recommendation 1.1)

The Board has guidelines for its members for
declaring and dealing with potential conflicts of interest
which include:

—Board members declaring their interests as required
under the Corporations Act 2001 (Cth), Australian Stock
Exchange Listing Rules and general law requirements;

- Board members with a material personal interest in a
matter not receiving the relevant Board paper and not
being present at a Board meeting during the
consideration of the matter and subsequent vote unless
the Board (excluding the relevant Board memben)
resolves otherwise; and

—Board members with a conflict not involving a material
personal interest may be required to absent themselves
from the relevant deliberations of the Board.

The Board has also established protocols for
identifying, managing and highlighting conflicts
within the Macquarie Group.

Macquarie has a number of Non-Voting Executive
Directors. Pursuant to Macquarie’s constitution, they
have no right to attend or vote at any Board meeting.
However, they do have the power 10 exercise
management powers delegated by the Board including
to sign and countersign Macquarie’s commaon seal,

27




28

Conunued

Performance of Key Executives

The process adopted by the Board to review the
performance of Macquarie’s most senior executives is
available on Macquarie’s website at www.macquarie.
com.au. The performance of Macquarie's senior
executives has been assessed this year in accordance
with the process adopted by the Board.

(ASX Recommendation 1.3) Key aspects of the

review process are described below.

The Managing Director will annually present a self-
assessment to the Non-Executive Directors, who
formally review the performance of the Managing
Director. The presentation will include financial
performance, the business environment, prudential
performance, staff and human refations and other
achievements. The Non-Executive Directors report
on this to the Board.

The Managing Director will evaluate, at least annually, the
performance of the following key executives: the Deputy
Managing Director and the Group Heads, including the
Chief Information Officer. Both qualitative and quantitative
measurss are used, consistent with the dimensions for
reviewing the Managing Director. The Managing Director
reports 1o the Board Remuneration Committee in
conjunction with the remuneration review process on the
performance of these key executives. In conjunction with
the annual strategy review, the Board also considers key
executive succession planning and their capabilities.
{ASX Recommendation 1.2)

Current Board composition

Principle 2
Structure the Board to add value

The Board considers that its membership should
comprise directors with an appropriate mix of skills,
experience and personal attributes that allow the
directors individually, and the Board collectively, to:

- discharge their responsibilities and duties under the law
effectively and efficiently;

- understand the business of Macquarie and the
environment in which Macquarie operates so as to be
able to agree with management the objectives, goals
and strategic direction which will maximise shareholder
valug; and

- assess the performance of management in meeting
those objectives and goals.

The membership of the Board is set out below. Details of
each individual Voting Director’s background are set out
in Schedule 1 of the Directors’ Report (see pages
116-118) in the Annual Report. {ASX Recommeridation
26}

Voting Director Board Membership Date of Appointment
David Clarke AOQ Non-Executive Chairman August 2007
Allan Moss AC Managing Director and CEQ* August 2007
Nicholas Moore Executive™ February 2008
Laurie Cox AO Executive August 2007
Peter Kirby Independent August 2007
Cathering Livingstone AO Independent August 2007
Kevin McCann AM Independent August 2007
John Niland AC Independent August 2007
Helen Nugent AC independent August 2007
Peter Warne Independent August 2007

* Mr Moss' appointment as CEQ was effective on 13 November 2007,
* Upon Mr Moss' retirement on 24 May 2008, Mr Moore will become Managing Director and CEC.
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Macquarie's constitution provides that the maximum
number of Voting Directors shall be ten unless amended
by a resolution of the Beard. Following the resignation of
Mr Moss, the maximum number of Vioting Directors will
be nine.

The Board Charter provides that the number of Voting
Directors necessary to constitute a quorum at a Board
maeting is:

—not less than one-third of the Voting Directors currently in
office; and

—the number of Non-Executive Directors (NEDs) present at
a meeting must be greater than the number of Executive
Voting Directors present.

independent Directors

Macquarie recognises that independent directors are
important in assuring shareholders that the Beard is
properly fulfiling its role and is diligent in holding senior
management accountable for its performance. A majority
of the Board members are Independent Directors.

(ASX Recommendation 2.1)

The Board believes that independence is essentially

a state of mind evidenced by an ability to constructively
challenge and independently contribute to the work of
the Board. The independence of directors is assessed
annually by the Board Corporate Governance
Committee (BCGC) and, to assist the BCGC, the
Board has adopted the following definition of an
Independent Director which is available on Macquarie's
website: (ASX recommendation 2.6}

A Voting Director will be considerad independent if not
a member of management and if he/she meets the
following criteria {to the satisfaction of the BCGC):

—is not a substantial shareholder of Macquarie or of a
company holding more than five per cent of Macquarie’s
voting stock or an officer of or otherwise associated
directly or indirectly with a shareholder holding more than
five per cent of Macquarie’s voting stock;

—has not within the last three years been employed in an
executive capacity by Macquarie or another group
member or been a director after ceasing to hold any
such employment;

—is not a principal or employee of a professional adviser to
Macquarie and its entities whose billings exceed five per
cent of the adviser's total revenues. A Voting Director
who is a principal or employee of a professional adviser
wilf not participate in any consideration of the possible
appointment of the professional adviser and will not
participate in the provision of any service to Macquarie
by the professional adviser;

—is not a significant supplier or customer of Macquarie
or its entities or an officer of or otherwise associated
directly or indirectly with a significant supplier or
customer. A significant supplier is defined as one whose
revenues from Macquarie exceed five per cent of the

supplier's total revenue. A significant customer is one
whose amounts payable to Macquarie exceed five per
cent of the customer’s total operating costs;

—has no material contractual relationship with Macquarie
or any of its associates other than as a director
of Macquarie;

—is not a director of any of Macquarie's subsidiaries or
responsible entities other than Macqguarie Bank Limited
and any intermediary holding company;

—has not served on the Board for a period exceeding
Macquarie’s agreed tenure rules (including transitional
arrangements); and

—has no other interest or relationship that could interfere
with the Voting Director's ability to act in the best

interests of Macguarie and independently of management.

The BCGC has determined that each of the six Voting
Directors designated as Independent Directors in this
Staternent satisfy all of the above criteria and bring an
independent mind to their duties as a director. The
criteria used to assess independence, including the
materiality thresholds referred to above, are reviewed
from time 1o time.

The independence of each Independent Director is
monitored by the BCGC and Voting Directors may be
required to provide information to the BCGC to enable
it to assess the independent Directors’ ongoing

independence. Each year, the Independent Directors are
requested to confirm in writing their continuing status as
an Independent Director and they have each undertaken
to inform the Board as soon as practical if they think that
their status as an Independent Director has or may have

changed. fASX Recommendation 2.6)

Chairman

David Clarke was Executive Chairman of Macquarie
Bank Limited ("Macquarie Bank”, the “Bank” or “MBL"),
the previous parent company of the Macquarie Group,
from its formation until 31 March 2007. He has since

continued to serve on the Board of Macquarie Bank and,

since 30 August 2007, on the Board of Macquarie, as
Noen-Executive Chairman. Due to his recent role as
Executive Chairman of Macquarie Bank, Mr Clarke is
not considered to be an Independent Director.

Macquarie has noted the ASX Corporate Governance
Council’s recommendation that listed companies have
an independent director as chairman. However, for the
reasons set out below, the Board believes that David

Clarke is the most appropriate person o be Macquarie'

Chairman and that measures adopted by Macquarie
provide an appropriate check on executive power.
APRA’s Governance Standard also requires the

S
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chairperson of the Board to be an Independent Director.
Notwithstanding this requirement, APRA has confirmed
that it will atow Mr Clarke to continug as Chairman of
Macquarie and Macquarie Bank Limited.

{ASX Recommendation 2.2 and 2.6)

Mr Clarke was Joint Managing Director of Hill Samuel
Australia Limited, the business predecessor to
Macquarie Bank from 1971 to 1977, sole Managing
Director from 1977 to 1984 and then Executive
Chairman. Given Macquarie’s diverse, complex and
highly specialised activities, it is important that the Bcard
is chaired by someone with a deep understanding of
Macguarig’s operations. Mr Clarke's experience in
investment banking, and as a chairman of major liste«
entities, is also important in ensuring that management
provides the Board with adequate information to facilitate
effective decision making. His wide experience enabizs
him to provide support and advice to the Managing
Director while respecting executive responsibility.

Macquarie's dependence on the performance of its staff
is a further reason why, like most global investment
banking organisations, Macquarie believes it to be in
shareholders’ interests to have a number of Board
members with operating experience of the businesses.
Mr Clarke’s role as Executive Chairman worked very well
for a long time at Macquarie Bank and it is considered to
be in shareholders' interests for Mr Clarke to continue as
Macquarie's Non-Executive (Non-Independent)
Chairman. Macquarie has also adopted a number of
practices to regulate the division of responsibilities
between the Board and management, and the
accountability of management to the Board, including:

—separate individuals perform the roles of Chairman and
Managing Director; (ASX Recommendation 2.3)

—the appointment of a Lead Independent Director to act
as a conduit for issues that the Independent Directors
have as a group;

~—having a majority of Independent Directors on the Board,;

—the Non-Executive Directors meet at least once per year
in the absence of management. The Independent
Directors may also mest on their own with the Lead
Independent Director chairing such meetings;

—the delegation of certain responsibilities to Board
Committees, a number of which the Chairman is not a
member. The Board Audit and Compliance Committee
Charter states that the Chairman of the Board shall not
be eligible to be the Chairman of that Committee; and

—the ability of Vioting Directors to seek independent
professional advice for company related matters,
including Board Committee matters, at Macquarie’s
expense, subject to the estimated costs being approved
by the Chairman in advance as being reasonable.

(ASX Recommendation 2.6)
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Board Committees

Five standing Board Committees have been established
to assist in the execution of the Board's responsibilities.
All Board members are free to attend any meeting of any
Board Committee. The membership of each Committes
is outlined in the tahle below. Attendance at Board and
Committee meetings is set out on page 53 of the
Directors' Report. {ASX Recommendation 2.6)

it is the policy of the Board that a majority of the
members of each Board Committee be Independent
Directors, that the Board Audit and Compliance
Committee comprise only Independent Directors and
that the Board Remuneration Committee and the Board
Corporate Governance Committee be chaired by
Independent Directors.

Each Committee has a charter which includes a
description of their duties and responsibilities. The
Charters are available in the Corporate Governance
section of Macquarie's website at www.macquarie.com.
au/au/about_macquarie. {ASX Recommendation 2.6)

Nomination of Directors and Board Renewal
The Board Nominating Committee comprises the
Chairman and two Independent Directors. (ASX
Recommendation 2.4)

The Nominating Committee’s role, which is outlined in
its charter, is to review and consider the structure and
balance of the Board and make recommendations
regarding appointments, retirements and terms of office.

The Board has adopted a Policy on Board Renewal
and Appointment of Directors to govern the selection
and appointment of Voting Directors, a copy of which
is available on Macquarie's website at
www.macquarie.com.au/au/about_macquarie.

(ASX Recommendation 2.6)

The Nominating Committee has unlimited access to
senior management of the Macquarie Group and is able
to engage recruitment consultants to undertake research
on, or assess, candidates for new positions on the
Board, or to consult other independent experts where

it considers it necessary to carry out its duties

and responsibilities.




Audit and Corporate
Standing Committee Membership Compliance Governance Nominating Remuneration Risk
Non-Executive (Non-Independent)
Directors
David Clarke AO Chairman Member Chairman
Executive Voting Directors
Allan Moss AO Member
Nicholas Moore! Member
Laurie Cox AQ Member
Independent Directors
Peter Kirby? Member Member Member
Catherine Livingstone AO Chairman Member Member
Kevin McCann AM Member Chairman Member
John Niland AC3 Member Member Member
Helen Nugent AQ Member Chairman Member
Peter Warne* Member Member Member

T Mr Moore has been a mermber of the MGL Risk Committee since his appointment to the Board in February 2008,
& Mr Kirby was a member of the MBL Remuneration Committee until August 2007 when he was appointed to the Audit and

Compliance and Corporate Governance Committees.

8 Dr Niland was a member of the MBL Audit and Compliance Committee until August 2007 when he was appointed to the

Remuneration Committes.

4 Mr Warne was appointed to the MBL Audit and Compliznce Committee effective on his joining to the MBL Board in July 2007
and became a member of the Remuneration Committee in August 2007,

The Board recognises that it is important that it
undergoes a regular process of renewal via changes in
membership. Independent Directors are appointed for
terms that will not exceed 12 years. Time served by
Independent Directors on the Board of Macquarie Bank,
calculated in accordance with transitional provisions that
broadly weight past time on the Board prior to 2003 at
50 percent, apply to Independent Directors appointed
before the restructure of Macquarie Group in

November 2007.

Performance of the Board

The Board undertakes a formal annual performance self-
assessment, including an assessment of the Board,
Board Committees and individual Beard members with
emphasis on those individual Directors who are required
to stand for re-election at the next AGM. The process
adopted by the Board to review the performance of the
Board and Macquarie's most senior executives is
available on Macquarie's website at www.macqguarie.
com.au. The performance of the Board has been
assessed this year in accordance with the process
described below. (ASX Recommendation 2.6}

The process for conducting the Board's performance
review consists of the Chairman conducting individual
interviews with each of the Veting Directors and the Lead
Independent Director discussing the performance of the
Chairman with other Voting Directors then with the
Chairman. Prior to that, the Voting Directors complete

a questionnaire and are able to make other comments
or raise any issue that they have relating to the Board's
or a Board Committes’s operation. The results of the
questionnaire and interviews are compiled and include
a quantitative and a qualitative analysis,

(ASX Recommendation 2.5)

A written report discussing the results, issues for
discussion and recommendations for initiatives is
presented to the Board and discussed at a
Board meeting.

Board Committee members also use a questionnaire
as part of the Committee review process. The results
of the questionnaire are compiled and a written report
discussing the results is issued and presented to the
relevant Committee, then discussed at a Committee
meeting. Each of the Board Committees undertakes
a periodic review of its performance in accordance
with its Charter which requires at least biennial review.
Three of the five standing Committees undertook a
review of their performance during the year, including
the Board Risk Committee as part of the Board review.
{ASX Recommendation 2.5 and 2.5)
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Principle 3
Promote ethical and responsible
decision-making

Macquarie's Beard and management are committed
to Macquarie continuing to be a good corporate
cltizen. Macquarie has a robust framework of
poficies, underpinned by its Goals and Values and
Code of Condugct, relevant to environmental, social
and governance (ESG) responsibilities. A statement
setting out Macquarie's position on ESG issues is
available on Macquarie's website at www.macquarie.
com.au/au/about_macquarie.

Macquarie's Code of Conduct and the policies
discussed below set the standards for dealing with
obligations to external stakeholders. A statement of
Macquarie's community engagement is detailed in the
Macquarie Group Foundation's annual report, which is
available on Macquarie's website. Further information
regarding Macquarie’s ESG initiatives can be found in
Macquarie's Annual Report. Each of Macquarie's listed
funds provides information on ESG initiatives undertaken
by the fund in their respective Annual Reports.

Code of Ethics and Conduct
Macquarie’s Voiing Directors and staff are required to
maintain high ethical standards of conduct.

The Group's Code of Ethics, Macquarie - What We
Stand For, covers Macquarie’s dealings with extemal
parties and how Macquarie operates internally. it is
periodically reviewed and fully endorsed by the Board.
The Code of Ethics is distributed to all staff and its
standards communicated and reinforced at Macquarie-
wide induction programs, presentations to workgroups
and annual staff meetings.

Macquarie has adopted a Code of Conduct (the Code),
which incorporates the Group’s Code of Ethics. The
Code is also reflected in, and supported by, a broad
range of Macquarie's internal policies and procedures.
The Code includes a requirement to conduct all
Macqguarie's business in accordance with applicable
laws and regulations in the jurisdictions in which
Macquarie operates, and in a way that enhances its
reputation in those markets. (ASX Recommendation 3.1)

A copy of the Code is available on Macquarie's website
at www.macquarie.com.au/au/about_macquarie.
{ASX Recommendation 3.3)
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Integrity Office (ASX Recommentiation 3.1)

To strengthen Macquarie's commitment to conducting its
business activities in accordance with the highest ethical
standards, Macquarie has appointed Executive
Directors, Michael Price and James Hodgkinson, as
Integrity Officers. In acknowledgement of the expanding
international nature of Macquarie's business, Regional
Integrity Officers and Regional Integrity Support Officers
have been appointed in Asia, Europe and the Americas.

The Integrity Officers serve as an independent point of
contact with whom Voting Directors and staff can raise
concerns about integrity-related issues. The Integrity
Officers report directly to the Managing Director and
provide a regular report on the activities of the Integrity
Office to the Board Corporate Governance Committee.

The role cf the Integrity Officers is to:

—develop and implement strategies in the Australian and
international offices to assist Macquarie to property
address issues of integrity in the conduct of its business;

-educate, advise and counsel management and staff
regarding integrity issues;

—devise and introduce systems to ensure that claims of
integrity breaches and any integrity-related concerns are
dealt with impartially, promptly and confidentially; and

—ensure that the rights of all parties are respected and
maintained at all times.

Macquarie has established whistieblower policies in
accordance with the legislative requirements and best
practice recommendations in each of the jurisdictions in
which Macquarie operates. The policies aim to provide a
working environment that enables employees to voice
genuine concerns in relation to:

— a breach of relevant legistation;

— a breach of Macquarie's Goals and Values;

- financial malpractice or impropriety or fraud;

— failure to comply with legal obligations;

- danger to health and safety or the environment,
— criminal activity; and

- attempts to conceal any of the above.

Macquarie and Corporate Citizenship

Macquarie is directly involved in a number of business
activities relevant to the environment including
sustainability audits of Macquarie premises and
purchasing of ‘green’ power, emissions trading, and
investrment in sustainable forestry, renewable energy
and clean technology.

Macquarie invests continually in the development and
training of its staff, including through a venture with a
leading world educational institution, Macquarie also
contributes to the communities in which it operates
through the work of the Macquarie Group Foundation
and by supporting staff in their philanthropic and
volunteering endeavours.




Staff Dealing

Macquarie's Personal Dealing Policy identifies the
principles by which Macquarie balances the personal
investment interests of staff against Macquarie's
responsibility to ensure that the personal dealing and
investment actiities in any financial product of its staff
are conducted appropriately. A summary of Macquarie’s
trading pelicy is available on Macguarie's website at
www.macquarie.com.au/au/about_macquarie.

{ASX Recommendation 3.2 and 3.3}

The Policy applies to Voting Directors and all Macquarie
staff (all full and part-time employees and contractors
engaged for more than three months}. It also applies
generally to “associates” of staff, which includes persons
or entities over whom a staff member has investment
control {such as spouses, dependent children, self-
managed super funds and private and family-controlled
companies and trusts).

One of the kay aspects of the Policy requires Voting
Directors, staff and their associates to pre-clear their
securities trading with Macquarie,

Voting Directors and staff may only trade in Macquarie
securities and related derivatives during designated
trading windows. These are typically of three to five
weeks' duration and follow Macquarie's announcements
of its interim and full year profits and after the AGM.
However, in all cases Macquarie prohibits Voting
Directors and staff from dealing in such investments
while they possess material non-public price-sensitive
information about Macquarie.

The Board has also agreed that Voting Directors
generally should not sell MGL shares while the shares
are subject to an on-market buy-back, and shouid not
undertake short-term trading in any Macquarie-related
securities and derivatives without the prior approval of
the Chairman {or the Managing Director in the case of
the Chairman).

All Voting Director’s financing arangements relating
to their Macquarie securities must be managed in
accordance with Macquarie's trading policy.

Executive Directors are also not permitted to undertake
any action that is designed to limit their exposure to
Macquarie shares which are subject to retention
arrangements, or their unvested Macquarie options.
Non-executive directors may also not enter into a
transaction that operates te limit the economic risk of
their Macquarie sharsholding below their minimum
shareholding requirement. Employees are not permitted
to take net short paositions in MGL shares or any
Macquarie-managed funds.

Principle 4
Safeguard integrity in financial reporting

Financial Reporting

Macquarie's Board has the responsibility for the integrity
of Macquarie's financial reporting. The Bank's Board has
the responsibility for the integrity of the Bank’s financial
reporting. To assist the Boards in fulfiling their responsibility
the processes discussed below have been adopted. The
processes are aimed at providing assurance that the
financial statements and related notes are complete, in
accordance with applicable accounting standards and
provide a true and fair view.

Financial Assurance

The Board Audit and Compliance Committee (BACC)
is comprised of four Independent Directors. (ASX
Recommendation 4.1 and 4.2) Detalls of each individual
Voting Director’s background are set out in Schedule 1
of the Directors' Report {see pages 116-118) in the
Annual Report. Attendance at BACC meetings is set out
in the Directors’ Report on page 53.

(ASX Recommendation 4.4}

The main objective of the BACC is to assist the Boards
of MGL and MBL in futfiling their responsibility for
overseeing the quality and integrity of the accounting,
auditing, financial reporting and compliance practices
of the Macquarie Group including:

- overseeing the compliance of the financial statements
with legislative and other mandatory professional
reporting requirements;

- making informed decisions regarding accounting and
requlatory policies, practices and disclosures and
reviewing the scope and results of Internal Audit reviews,
and external audits;

- making informed decisions regarding compliance
policies and reviewing the scope and results of
compliance reviews;

- assessing the effectiveness of the Group's intemal
control and operational risk framework; and

- assessing the effectivenass of the Group’s credit
assurance function.

The responsibilities of the BACC are set out in its charter,
which is posted on Macquarie's website.
(ASX Recommendation 4.3}
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The BACC meets at least six times a year, with additional
meetings as required. The Committee also meets
privately with the following parties at least annually in
separate sessions to discuss any matters that the
Committee or the parties believe should be discusse!
privately with the Committee:

— Head of internal Audit;

- Head of Risk Management Group (RMG);
- Head of RMG Compliance;

- Head of RMG Credit Assurance; and

- the external auditors.

The BACC makes a periodic, but at least biennial,
evaluation of its performance and annually reviews the
extent to which it has met the reguirements of its charter.

The BACC has unlimited access to the Meads of RMG,
RMG Credit Assurance, RMG Compliance, and Internal
Audit, the external auditors, the Group's compliance
officers and senior management of the Group. The
Committee also has the power to institute and overses
special investigations including consuftation with
independent experts as needed.

Declaration by the Chief Executive Officer and

Chief Financial Officer

The Chief Executive Officer and the Chief Financial
Officer provide the Boards of Macquarie and the Bank
with written confirmation that the financial reports
present a true and fair view, in all material respects, of
Macquarie’s and the Bank's financial condition and
operational rasults and are in accordance with relevant
accounting standards.

Auditor Independence
The BACC is alsc responsible for overseeing the extermnal
audit of Macquarie and the Bank.

The policy on auditor independence applies to services
supplied by the external auditor and their related firms to
Macquarie, its related entities and the trusts and entities
managed by Macquarie. A copy of Macquarie's exterral
auditor policy statement is available on Macquarie’s
website at www.macquarie.com.au/au/about_macquarie.
{ASX Recommendation 4.4)

Under the policy the external audit engagement partner
and review partner must be rotated every five years.
Macquarie's lead audit engagement partner will rotate at
the conclusion of the 2008 financial reporting periad.
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Principle 5
Make timely and balanced disclosure

Commitment to Shareholders and informed Market
Macqguarie belisves that shareholders, regulators, ratings
agencies and the investment community generally,
should be informed of all major business events and
risks that influence Macquarie in a factual, timely and
widely available manner. Macquarie has a Continuous
Disclosure Policy which Is incorporated in the External
Communications Policy. A summary of the Extemal
Communications Policy is available on Macquarig's

website at www.macquarie.com.au/au/about_macquarie.

{ASX Recommendation 5.1 and 5.2)

It is Macquarie's policy that any price-sensitive material
for public announcement, including annual and interim
profit announcements, release of financial reports,
presentations to investors and analysts and other
prepared investor briefings for MGL and MBL, will be:

- lodged with the ASX as soen as practical and before
extemnal disclosure elsewhere; and

- posted on Macquarie's website as soon as practical
after lodgement with the ASX,




Principle 6
Respect the rights of shareholders

Communications (ASX Recommendation 6.1 and 6.2)

It Is Macquarie's policy, as set out in the summary of the
External Communications Policy referred to in Principle
5, that all external communications by Macquarie will:

- be factual and subject to internal vetting and
authorisation before issue;

- not omit material information; and

- be timely and expressed in a clear and objective manner.

Macquarig’s website, www.macquarie.com.au/
shargholdercentre, containg recent announcements,
presentations, past and current reports to shareholders,
answers to frequently asked questions and a summary
of key financial data. Investors may also register here to
receive copies of significant announcements by email as
soon as practical after they have been lodged with

ihe ASX.

General Meetings

Macquarie encourages shareholders to participate in
general meetings. Macquarie typically holds its AGM in
July of each year. The Bank’s AGM will typically be held
on the same day, after the Macquarie AGM. Macquarie
will choose a date, venue and time considered
convenient to the greatest number of its shareholders.
This year, Macquarie will hold its AGM in Melbourne for
the first time to allow Victorian shareholders an
opportunity to attend. Macquarie will also request its
auditor to attend each AGM and be avallable to answer
questions about the conduct of the audit, and the
preparation and contents of the auditor's report.

Notices of Meeting will be accompanied by explanatory
notes on the items of business and together they will
seek to clearly and accurately explain the nature of
business of the meeting. Full copies of Notices of
Meeting will be placed on Macquarie's websile at
www.magcquarie.com.au/au/about_macquarie.

Shareholders are encouraged to attend the meeting or,
if unable to attend, to vote on the motions proposed by
appeinting a proxy. The proxy form included with a
Notice of Meeting will seek to clearly explain how the
proxy form is to be completed and submitted, Online
proxy voting is also available to shareholders.

Unless specifically stated in a Notice of Mesting, all
holders of fully paid ordinary shares are eligible to vote
on all resolutions.

Holders of Macquarie Income Securities have the right
to attend Macquarie Bank Limited AGMs, at which they
have limited voting rights, as set out in the terms of
their issue.

Macquarie will webcast the formal addresses at its AGM
and any other Macquarie general meetings which may
be held, for the benefit of those shareholders unable to
be present in person.

Principle 7
Recognise and manage risk

Identifying Significant Business Risks

There are many risks in the markets in which Macquarie
operates. A range of factors, some of which are beyond
Macquarie’s contral, can influence performance. In many
of its businesses, Macquarie constantly and deliberately
assumes financial risk in a calculated and controlled
manner. Macquarie has in place limits and a range of
policies and procedures to monitor the risk in its activities,
and these are periodically reviewed by the Board and the
Board Risk Committee. (ASX Recommendation 7.2}

Further information regarding Macquarig’s system of
risk oversight and management is set out in the Risk
Management Report on pages 38-51.

(ASX Recornmendation 7.1 and 7.4)

Board Oversight

The Board established the Board Risk Committee,

which is comprised of all Board members to focus
appropriate attention on the risk management framework
of Macquarie and the particular significance of risk to
Macquarie’s performancs.

The Board Risk Committee Charter is found on
Macquarig’s website at www.macquarie.com.au.

Risk Management Framework

Macquarie's approach to risk management is described
in some detail in the Risk Managerment Report. The risk
management framework, including policies, limits and
procedures, continues to apply across the Macquarie
Group following the Restructure whereby Macquarie
Group Limited has become the ultimate parent of the
Macquarie Group. (ASX Recommendation 7.2)

In brief, the principles followed by Macquarie in risk
management are:

- Independence - RMG, which is responsible for
assessing and monitoring risks across Macquarie, is
independent of the operating areas of Macquarie,
reporting directly to the Managing Director and the
Board. RMG authority is required for material risk
acceptance decisions;

- Centralised Prudential Management — BMG's
responsibility covers the whole of Macquarie. Therefore,
it can assess risks from a Macquarnie-wide perspective
and provide a consistent approach across all
operating areas;

- Approval of all new business activities - Operating areas
cannot undertake new businesses or activities, offer new
products, or enter new markets without first cansulting
RMG. RMG reviews and assesses risk and sets
prudential fimits. Where appropriate, these limits are
approved by the Executive Committee and the Board;
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-Continuous assessment - RMG continually reviews risks
to account for changes in market circumstances and
Macquarie’s operating areas; and

—Frequent monitoring - Centralised systems exist 1o allow
RMG to monitor credit and market risks daily. RMG staff
liaise closely with operating and support Divisions.

Chief Executive Officer and Chief Financial Officer
Declaration

The Chief Executive Officer and the Chief Financial
Officer provide the Board with written confirmation that:

~their statement given to the Board on the integrity of
Macquarie's and the Bank's financial statements is
founded on a sound system of risk management and
internal compliance and control which implements the
policies adopted by the Board; and

—Macquarie's risk management and internal compliance
and control system is operating effectively in all material
respects in relation to financial reporting risks.

Macquarie's senior management has reported to the
Board on the effectiveness of the management of
material business risks faced by the Groups for the year
ended 31 March 2008. (ASX Recommendation 7.2 and
7.4) The Board has also received the Chief Executive
Officer and the Chief Financial Officer declaration
described ahove for this financial year.

(ASX Recommendation 7.3 and 7.4)
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Principle 8
Remunerate fairly and responsibly

Macquarie's Remuneration Comrmitiee

Board oversight of remuneration and the role of the
Board Remuneration Committee is described in the
Directors’ Report {see pages 85 to 87) in Macquarig's
2008 Annual Report. The composition of the Board
Remuneration Committee (shown in the table on
page 31) consists of a majority of Independent Diractors
and is chaired by an Independent Director. Committee
member’s attendance at Committee meetings is
included in the Directors’ Report {see page 53).

(ASX Recommendation 8.7 and 8.3)

A copy of the Committee's charter is available on
Macquarie's website at www.macquarie.com.au/au/
about_macquarie. {ASX Recommendation 8.3)

Executive Director and Senior Executive Rernuneration
Macquarie’s remuneration policies and practices in
relation to Executive Voting Directors and senior
executives are as disclosed in Macquarie’s Remuneration
Report (see pages 56 to 110}, contained in the 2008
Annual Report. Macquarie considers that disclosure of
the structure and objectives of the remuneration policies,
and their relationship to Macquarie's performance, allows
investors to understand the costs and benefits of those
policies and the link between remuneration paid to
Executive Voting Directors and key executives and
corporate performance. Detaills of the nature and amount
of remuneration (including non-monetary components
such as options) paid to each Executive Voting Director
and the members of the Executive Committes within
Macquarie are set out in the Remuneration Report,

(ASX Recommendation 8.2)

Macquarie's trading policy prohibits Executive Directors,
who are the most senior executives of the Macguarie
Group, from entering into a transaction that is designed
or intended to hedge their exposure to a Macquarie
Group share that is subject to retention arrangements,
an unvested Macquarie option, or both. A surmmary of
Macquarie’s trading policy is available on Macquarie's
website at www.macquarie.com.au/au/about_
macquarie. (ASX Recommendation 8.3)

Non-Executive Director Remuneration

The remuneration policy for Macquarie’s NEDs and the
amount of remuneration paid to NEDs is discussed in
detail in the Remunaration Report. NEDs are not granted
opticns nor receive bonus payments. There are no
termination payments to NEDs on their retirement from
office other than payments accruing from superannuation
contributions comprising part of their remuneration.
{ASX Recommendation 8.2 and 8.3)




Corporate Governance in Macquarie Managed Funds

Macquarie’s expertise in managing fund assets and
sourcing new value-adding oppartunities is a key attraction
for investors in Macquarie managed funds. Macquarie
recognises that unitholders have entrusted their
investments to us because of the Macquarie association
and management. The Mac¢quarie managed funds
governance standards provide an alignrment of interests
between the manager and investors in the funds and adopt
an appropriate governance framework to ensure protection
of security holders' interests.

Macquarie's key expectations for Macquarie-managed
Funds {“Funds”) are that:

funds management activity is conducted in accordance
with Macquarie's high standards and industry best
practice, with reference to ¢ommunity expectations and
Macquarie's Goals and Values;

market, credit, liquidity, operational, legal and
regulatory risks arising in relation to Funds are
managed and monitored within an appropriate risk
management framework;

each Fund is managed within an appropriate corporate
governance framework so as 1o ensure that investment
and other key decisions are made in accordance with
the Fund's mandate and taken with appropriate regard
to the interests of the investors as a whole;

new Funds are subject to a robust intemal approval
process that requires independent review and sign-off
of key aspects of the Fund structure.

The key elements of Macquarie's corporate governance
framewark for Funds are as follows:

conflicts of interest arising between a Fund and its
related parties should be managed appropriately and,
in particular;

— related party transactions should be identified cleary
and conducted on arms’ length terms;

- related party transactions should be tested by reference
to whether they meet market standards; and

— decisions about transactions between listed Funds and
Macquarie or its affiliates should be made by parties
independent of Macquarig;

— a majority of independent directors should be appointed
to the boards of responsible entities of listed Funds. For
these purposes, the definition of independence is
congistent with the definition applied by Macquarie;

- funds management businesses should be resourced
appropriately. In particular;

— staff involved in managing a Fund should be dedicated
to the relevant funds management business, rather than
to advisory or other activities;

- all recommendations to Fund boards {and supporting
information) shoutd be prepared or reviewed by funds
management staff;

- each listed Fund that invests in operating assets or
businesses should have its own managing director or
chief executive officer; and

- Chinese Walls operate to separate Macquarie's corporate
finance, advisory and equity capital markets business
from its funds management businesses.

The Macquarie Board {or the Bank Board if appropriate)
exercises oversight of the funds managerment activities of
the Macquarie Group through the following:

- requiring all funds management subsidiaries to adopt
and maintain a risk management framework and
principles similar to that employed by Macquarie;

— requiring Board approval for all new Funds that:

- are listed or to be listed within 12 months of their
establishment;

- exceed specified monetary threshelds in size;

- invest in cperating businesses or assets in certain
specified industries; and

- receiving and reviewing appropriate information from the
funds management subsidiaries relating to their operations.

While Macquarie exercises general aversight of its funds
management subsidiaries as set out above, decision-
making relating to transactions by Funds are made by the
directors of the responsible entities of, and companies
within, the Funds. Where a Fund acguires an interest in
another company, the board of the underlying company is
responsible for decisions relating to that company's
business and operations.
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Risk is an integral part of the Macquarie Group's
businesses. Management of that risk is therefore critical to
Macquarie's continuing profitability. Strong independent
prudential management has been a key to the Group's
success over many years. Where risk is assumed, it is
within a calculated and controlled framework.

Risk is owned at the business level with business heads
responsible for identifying risks within their businesses and
ensuring that they are managed appropriately. The aim is
to give business heads a high level of entrepreneurial
freedom to develop and implement business unit strategy,
new products and services, new market initiatives and
domestic and international alliances. However, houndaries
exist in relation to credit, market, operational, regulatary
and reputation risks. These areas have implications outside
the businesses and are tightly controlled by the Risk
Management Group (RMG). This is referred to as the
“Freedom within Boundaries” philosophy.

RMG exercises ceniralised prudential management and
ensures risks are assessed consistently from a Macquarie-
wide perspective. RMG is mandated with identifying,
quantifying and assessing all risks and setting approjriate
prudential limits. RMG's awthority is required for afl material
risk acceptance decisions.

The Head of RMG is a member of the Group’s Executive
Committee and reports directly to the Managing Director
of the Group and the Board.

Risk Governance Structure
Risk management is sponsored by the Board, and is a
top priority for senlor managers, starting with the CED.

The Board oversees the risk appetite and profile of
Macqguarie and ensures that business developments are
consistent with the risk appetite and goals of the Group.

There are 3 board committees that assist the Board in
ensuring the appropriate focus is placed on the risk
management framework.

—The Board Risk Committee (“BRC"} has responsibility

for ensuring an appropriate risk management framework
- including the establishment of policies for the control of
risk — is in place. The BRC receives information on the
tisk profile of Macquarie, breaches of the policy
framework and external developments which may have
some impact on the effectiveness of the risk
managernent framework. It also approves significant
changes to Risk Management policies and Framework.

-The Board Audit and Compliance Committee has

responsibility for monitoring compliance with the risk
managemert framework approved by the BRC for
cperational risk and compliance matters. In this role, the
Board Audit and Compliance Committee oversees plans
for the undertakings of the Internal Audit, Compliance
and Credit Assurance functions.
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—The Board Corporate Governance Committee has
responsibility for any ethical and governance matters.

Committees exist at the executive management level to
ensure the necessary elements of expertise are focused on

specific risk areas. Executive Committees operate at both

the Bank and the Group levet and focus on strategic
issues, operational issues and review the performance of
the Group on a monthly basis. Beneath this level, other
committeas exist where senior specialists focus on specific
risks as appropriate (e.g. Market Risk Committes, Asset
and Liability Committee).

Risk Management Framework
The risk management framework is based on the
following 5 principles;

-Independence — RMG, which is responsible for
assessing and monitoring risks across Macquarie,
is independent of the operating areas of Macquarie,
reporting directly to the Managing Director and the
Board. RMG authority is required for material risk
acceptance decisions;

- Centralised Prudential Management - RMG's
responsibility covers the whole of Macquarie.
Therefore, it can assess risks from a Macquarie-wide
perspective and provide a consistent approach across
all operating areas;

- Approval of all new business activities - Operating
areas cannot undertake new businesses or activities,
offer new products, or enter new markets without first
consulting RMG. RMG reviews and assesses risk and
sets prudential imits. Where appropriate, these limits are
approved by the Executive Committee and the Board;

-Continuous assessment — RMG continually reviews
risks to account for changes in market circumstances
and Macquarie's operating areas; and

- Frequent monitoring — Centralised systems exist to
allow RMG to monitor credit and market risks daily. RMG
staff liaise closely with operating and support divisions.




RMG structure and resourcing
RMG is structured into specialised teams who deal with specific risks. The Divisional split of RMG is detailed below.

Board Audit &
Compliance
Committee

RMG Prudential RMG Quantitative RMG RMG Compliance RMG
Capital & Markets Applications Operational Risk Internal Audit
Division
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Effective risk management is not only a function of disciplined processes but also of imaginative analysis by talented
individuals. RMG attracts high calibre candidates. BMG recruits experienced individuals from within Macquarie and is a
source of talent for Macquarie's business units when recruiting.

Growth in RMG has been consistent with overall Macquarie Group growth over the past few years. Over the last year,
RMG has grown 22 per cent to 331 full-time equivalent staff whilst headcount Macquarie wide increased 24 per cent.
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As Macquarie's international offices have expanded,

s0 have RMG staff levels based outside Australia.

36 per cent of total RMG staff (as at March 2008) were
based internationally to ensure that the risks are managed
and growth occurs in a controlled manner. Macquarie's
international offices are subject to the same risk
management controls that apply in Austratia. Before an
international office can be set up or undertake new
activities, RMG analyses the proposed activities,
infrastructure, resourcing and procedures to ensure
appropriate risk management controls are in place.
RMG staff monitor and routinely visit international offices
to ensure compliance with prudential controls.

Consistent with the concept of business units owning
risk, certain day to day operations are more appropriately
discharged and embedded within the business units.
The majority of operational risk and compliance functions
are discharged within the business units. Divisional
compliance staff ensure that day to day legal and
compliance obligations are discharged at the business
level whilst Business Operational Risk Managers
(BORMs) are appointed by the Group Heads to be theair
representative on operational risk management matters,
and act as their delegate in ensuring that operational risk
is addressed appropriately within their business units. As
at the end of March 2008, there were approximately 450
staff performing such functions within the business units.
RMG provides a risk oversight role in relation to these staff
members ensuring appropriate standards are adhered to.
These divisional staff members have functional reporting
lines to the relevant RMG divisional head.

New Business

The levet of innovation across Macguarie tends to be
high. Therefore, it is important that all elements of the
new business initiatives are well understood {particularly
in terms of new rigsks which they involve)

before commencement.

All new business initiatives must be signed off by RMS
prior to commencement. The new business approval
process is a formal process whereby all relevant risks

(e.g. market, credit, legal, compliance, taxation, accounting,
operational and systems issues) are reviewed, to ensure
that the transaction or operation can he handled properly
and will not create unknown or unwanted risks for
Macquarie in the future. The approval of RMG, the Finance
Division, the Taxation Division and other stakeholders
within Macquarie are obtained prior to commencement.

The Cperational Risk function within RMG oversees
the process and ensures the necessary approvals
are obtained.
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Risk Management and Monitoring

The risk management framework incorporates active
management and monitoring of market, credit, equity,
liquidity, operational, compliance, legal and regulatory

risks. It is designed to ensure policies and procedures are
in place to manage the risks arising within each business
unit. Application varies in detail from one part of the Group
to another, however, the same risk management framework
applies across all business activities without exception.

Equity Risk
Risks arise on non-trading equity-like exposures, including:

—holdings in specialised funds managed by
Macquarie Capital

—principal exposures taken by Macquarie Capital,
including direct investments in entities external to
Macquarie and seed assets for funds

- property equity, including property trusts and direct
property investments

—other equity, including lease residuals and investments
in resource companies.

Equity Risk Limit

All of the above positions are subject to an aggregate
Equity Risk Limit (ERL). The ERL is set by the Board with
reference 1o the Risk Appetite Test which is described
further in the Economic Capital section. In setting the fimit,
consideration is also given to the level of earings, capital
and market conditions. The limit is reviewed on a semi-
annual basis by RMG and the results of the review are
reported to Executive Committee and the Board,

Concentrations within the equity portfolio are managed by
a number of additional limits approved by the Executive
Committee and/or the Board. These include limits on:

—property equity investments

—investments in the resources sector

—lease residuals (by type of leased asset}
—acquisition of seed assets by Macquarie Capital.

Transaction Review and Approval Process

The business unit executing the transaction is responsible
for due diligence and risk analysis of each equity investment.
For material deals, BMG undertakes a shadow due
diligence and a comprehensive analysis of all risks and
potential losses associated with the acquisition such as:

—market and credit nsks
—regulatory, capital, liquidity and compliance requirements
- business, operational and reputation risks.

All material equity risk positions are subject to approval by
RMG and by the Managing Director, Executive Committee
and the Board, depending on the size and nature of the
risk. RMG ensures that the transaction is correctly
represented to the retevant approvers.




Credit Risk

Credit risk is the risk of financial loss as a result of failure by
a client or counterparty to meet its contractual obligations.
Credit risk arises from both lending and trading activities. In
the case of trading activity, credit risk reflects the possibility
that the trading counterparty will not be in a position to
complete the contract once the settlement becomes due.
In that situation, the credit exposure is a function of the
movement of prices over the period of the contract.

Macquarie has a comprehensive and robust framework for
the identification, analysis and monitoring of its credit risk
exposure, This framework is maintained by the Credit team
in RMG to ensure that all credit risks arising within each
business ars identified and analysed.

Key aspects of this framework include:

Analysis and Approval of Exposures

MGL and MBL Boards are responsible for establishing the
framework for approving credit exposures. The Boards
delegate discretions to apprave credit exposure to
designated individuals within the Group whose capacity to
exercise authority prudently has been adequately assessed.

Business units are assigned modest levels of credit
discretions. Credit exposures above those levels are
assessed independently by RMG and approved by senior
Group and RMG staff, the Managing Director and the
Boards as required.

Macquarie enforces a strict “no limit, no dealing” rule;
all proposed transactions are analysed and approved
by designated individuals before they can proceed.

All credit exposures are subject to annual review.

Independent Analysis

Specialist credit teams in RMG {g.g. geologists and
engineers for Mining and Metals) provide independent
analysis of credit risk exposure, The teams work closely
with the business units to identify the risks inherent in
Macquarie's businesses, and apply analysis appropriate
to the level and nature of risks.

Macquarie has an independent Credit Assurance Function
within RMG to provide assurance over the effectiveness of
credit risk management throughout Macquarie. The role of
the Credit Assurance Function is to liaise closely with all
business units to ensure credit risks are understood and
property managed and that credit discretions are being
utilised appropriately.

Macquarie Group Ratings

Macquarie has established a proprietary internal credit
rating framework to assess counterparty credit risk.
Macquarie Group (MG) ratings are used to estimate the
likeihood of the rated entity defaulting on financial
obligations. The MG ratings system ensures a consistent
assessment of borrower and transaction characteristics
across the Group and provides the mechanism for
meaningful differentiation of credit risk. External ratings
from rating agencies are used as supplementary analysis.

All limits and exposures are allocated a Macquarie Group
{MG) rating on a 1-13 scale which broadly correspond with
S&P credit ratings. Each MG rating is assigned a
Probability of Default (PD) estimate. Credit limits and
exposures are also allocated a Loss Given Default (LGD)
ratio reflecting the estimated economic loss in the event of
default occurring.
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Measuring and Monitoring Exposures

Credit exposures are evaluated at either their full face
value (2.9. loans) or their assessed credit exposure
{e.g. derivatives).

Credit exposures for derivatives are a function of maret
movements and are assessed by assuming that low
probability {.e. worst case) stressed market movements
oceur and that Macquarie has to go to the market to
replace a defaulting deal at the worst possible time during
the term of the transaction. The level of stress that is
applied to individual markets is reviewed and approved by
RMG at least every two years or when volatility or market
conditions dictate.

Where trading gives rise to settlemenit risk, this risk is
assessed at full face value of the settlement amount.

All credit exposures are monitored regularly against limits,
Credit exposures which fluctuate through time are
monitored daily. These include off-balance sheet exposures
such as swaps, forward contracts and options, which are
assessed using sophisticated valuation techniques.

To mitigate credit risk, Macquarie makes increasing

use of margining and other forms of collateral or creclit
enhancement technigues {including guarantees and letters
of credit) where appropriate.

On and off-balance sheet exposures are considered
together and treated identically for approval, monitoring
and reporting purposes.

A review of the Credit Portfolio analysing credit
concentrations by counterparty, country, risk type,
industry and credit quality is carried out and reported to
Macquarie’s Executive Committee quarterly and Boards
semi annually.

Macquarie’s policies to control credit risk include
avoidance of unacceptable concentrations of risk either
to any economic sector or to an individual counterparty.
Palicies are in place to regulate large exposures to
single counterparties or groups of counterparties.

Loan Impairment Review

All loan assets are subject to recurring review and
assessment for possible impairment. Provisions for loan
losses are based on an incurred loss model, which
recognises a provision where there is objective evidence of
impairment at each balance date, and is calculated based
on the discounted values of expected future cash flows.

Specific provisions are recognised where specific
impairment is identified. The rest of the loans are placed
into pools of assets with similar risk profiles and collectively
assessed for losses that have been incurred but not yet
identified.

Country Risk

Policies are in place to assist in the management of
Macquarie's country risk, Countries are grouped into
categories based on the country’s risk profile. Before any
exposure is taken in a country which is considered to be
higher risk, a full review of the economic, political and
operating environment is undertaken to determine the level
of exposure that is considered to be acceptable.

Ratio of provisions and impaired assets to loans, advances and leases
Collective provision to loans, advances and leases (Balance sheet) m
Net credit losses to loans, advances and leases (Income staterment) m
Net impaired assets to loans, advances and leases (Balance sheet) m

Yo

1.2

0.0

-0.2 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Note: Loans assets excludes securitised mortgages, securitised Macquarie Capital loans/leases and segregated
futures funds. Net impaired assets and net credit losses includes loan assets, derivatives, trading and other
assets, but excludes investment securities, Please refer to note 13 of the Financial Report for further information

on impaired assets.
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Operational Risk

Macqguarie defines Operational Risk as the risk of loss
resulting from inadequate or failed internal processes,
people and systems or from external events. Macquarie
has established procedures and controls to manage
market, credit, reputation and strategic risks. The potential
for failure or inadequacy in these procedures and controls
would be classified as an operational risk. Operational Risk
failures could lead to reputation damage, financial loss or
regulatory consequences.

RMG is responsible for ensuring an appropriate framework
exists to identify, assess and manage operational risk, and
that resources are available to support it. It is also
responsible for Macquarie's operational risk capital
measurement methodology.

In general, change in Macquarie’s operational risk profile is
the net result of greater innovation and growth and this is
offset by constant gradual adaptation and matching of the
control ervironment to the new risks.

Operational Risk Management Framework

Macquarie's Operational Risk Management Framework
“ORMF" is designed to identify, assess and manage
operational risks within the organisation, The key objectives
of the framework are as follows:

—rigk identification, analysis and acceptance;

—execution and monitoring of risk management
practices; and

~reporting and escalation of risk information on a routine
and exception basis.

Businesses carry out elements of the ORMF in a manner
that is tailored to their specific operational risk profile.
However, to ensure consistency and minimum standards
the framework includes the following mandatory elements:

—a robust change management process 1o ensure
operational risks in new activities or products are
identified, addressed and managed prior to
implementation;

-a semi annual operational risk self assessment (ORSA)
process to identify operational risks at the business level,
assess controls and develop action plans to address
deficiencies;

—recording of operational risk incidents into a centralised
reporting system. Incidents are analysed to identify
trends and establish lessons learnt on the effectiveness
of controls;

—allocation of operational risk capital to all Macquarie
businesses as a tool to further encourage positive
behaviour in Macquarie's day to day management of
operational risk;

—-Macquarie-wide policies which require a consistent
approach and minimum standards on specific
operational risk matters; and

-embedded operational risk representatives in business
units who act as delegates of the business manager,
They ensure operational risks are addressed
appropriately and that the ORMF is executed within
their area.

Macquarie's Operational Risk Capital Framework
Macquarig’s framework for operational risk capital has
two main elements:

—an annual scenario approach for modeling operational
risk losses and to determine operational risk capital; and
—a quarterly scorecard analysis which is used to
update operational risk capital between scenario
analyses and as a basis for updating the allocation
of capital to businesses.

Operational risk scenarios identify keys risks that, while
very low in probability, may result in very high impact
Iosses. in identifying the potential for such losses
consideration is given to individual statistical distribution for
each scenario, extemal loss data, intemmal loss data, risk
and control factors determined by the operational risk self
assessments, and the contribution of expert opinion from
businesses. Results are then modelled to determing the
operational risk component of regulatory capital required to
be held by Macquarie at the 99.9th percentile level. Monte
Cario techniques are used to aggregate these individual
distributions to determine a group-wide operational risk
loss distribution.

Over time new business activity, business growth, and
significant change in activity are reflected in:

—new or increased loss scenarios and/or;
-an increased loss probability.

Macquarie allocates capital to individual businesses.
The capital allocation effectively rewards positive risk
behaviour, and penalises increased risks. This is done
using scorecards which measure changes in a number
of key factors such as the size and cornplexity of the
business, risk and control assessments, incident and
exception management and governance. Quantitative
statistics on detafled metrics are applied to predefined
weightings and formulas to calculate a quarterly
percentage change in that business’s capital charge.

The guarterty change in the sum of divisional capital is also
used as an estimate to update the group level capital
requirement between annual assessments.
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Market Risk

Market risk is the exposure to adverse changes in the
value of Macquarie's trading portfolios as a result of
changas in market prices or volatility. Macquarie is
exposed to the following risks in each of the major
markets in which it trades:

—foreign exchange: changes in spot and forward
exchange rates and the volatility of exchange rates;
| —interest rates: changes in the level, shape and volatility
| of yield curves, the basis between different interast rate
| securities and derivatives and credit margins;
| —equities: changes in the price and volatility of individual
| equities, equity baskets and equity indices, including the
| risks arising from equity underwriting activity;
—-commodities: changes in the price and volatility of gald,
‘ silver and base metals, agricuttural commodities and
| energy products;

and to the correfation of market prices and rates within and
across markets.

It is recognised that all trading activities contain calculated
elements of risk taking. The Group is prepared to accept
such risks provided they are independently and correctly

| identified, calculated and monitored by RMG, and reported
to senior management on a daily basis.

Trading Market Risk

RMG monitors positions within Macquarie according to

a limit structure which sets limits for all exposures in all
markets. Limits are for both individual trading desks and
divisions as well as in aggregate, so that the risk profile
approved for each business remains within Macquarie’s
aggregate level of risk. Limits are approved by members
of managemenit with appropriate authority for the size and
nature of the risk, and remain the ultimate responsibility
of the business. Macquarie adheres to a “No Limits,

No Trading" policy. If a product or position has not baen
authorised by RMG, that product or position cannot be
traded. Material breaches of the approved limit structure,
for both businesses and in aggregate, are communicated
monthly to the Boards.

RMG sets three complementary limit structures:

- Contingent Loss Limits: a wide range of price
and volatility scenarios, including comprehensive
worst case, or stress, scenarios. Worst case scenaros
include market movements larger than have occurred
historically. Multiple scenarios are set for each market to
capture the non-linearity and complexity of exposures
arising from derivatives;

—Position Limits: volume, maturity and open position
limits are set on a large number of market instruments
and securities in order to constrain concentration risk
and to avoid the accumulation of risky, illiquid positions;
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—Value at Risk (VaR) Limits: statistical measure that
determines the potential loss In trading value at both a
business and aggregate level.

The risk of loss from incorrect or inappropriate pricing and
hedging models is mitigated by the requirement for all new
pricing models to be independently tested by the specialist
Cuantitative Applications Division within RMG.

Aggregate Measures of Market Risk

Aggregate market risk is constrained by two risk measures,
Value at Rigk {VaR) and the Macro-Economic-Linkages
(MEL} scenario. The VaR model! predicts the maximum
likely loss in Macquarie's trading portfolio due to adverse
movements in global markets over holding pericds of one
and ten days. The MEL scenario captures simultaneous,
worst case contingent loss movements across all major
markets. Whereas MEL focuses on extremely large price
movements which are considered worst case, VaR focuses
on unexceptional price movements 50 that it does not
account for losses that could occur beyond the 88 per cent
level of confidence.

Macro-Economic-Linkages (MEL)

MEL calculates Macquarie's total market risk exposure

to simultaneous stresses across global markets. MEL
utilises the cantingent loss limit structure to model

several scenarios extrapolated from historical crisis events
and global market correlations. Each scenario includes a
primary shock to either equity, foreign exchange or interest
rate markets as well as cross-market effects in corporate
margins, metals and commodities. MEL is Macquarie’s
preferred internal measure of aggregate market risk
because of the severity of the shocks applied and the
ability for scenarios to develop with changing market
dynamics. MEL is monitored and reported to senior
management daily and regularly reviewed by RMG to
ensure the measure remains appropriate for changing
market conditions and the risks to which Macquarie

is exposed.

The period beginning July 2007 has been characterised
by large market disruptions. Credit market turbulence was
accompanied by significant volatility and diminished
liquidity in foreign exchange, equity, precious metal and
energy markets. The MEL approach described above
already emphasised the cross-market effects of major
market movements. In response to the recent market
conditions RMG has expanded the scenarios to include

a “Market Contagion” scenario.




The “Market Contagion” scenario considers the impact of
a stock market crash, with simultaneous effects in global
foreign exchange, interest rates and corporate margins.
Downward shocks of up to 30 per cent are applied to
equity markets and hedge fund values, foreign exchange
and precious metals are moved by 5 per cent, interest
rates are shifted by up to 200 basis points, corporate
margins are shocked by 50 to 500 basis points and energy,
agricultural commodities and base metals are shocked by
up to 20 per cent. With associated moves in implied
volatilities and correlations, the “Market Contagion”
scenario accounts for all the significant markets to which
Macquarie is exposed. The assumptions in this scenario
are considerably more severe than the conditions that have
prevailed in the recent period of market volatility. Although
the new ‘Market Contagion’ scenario is very conservative,
exposure to the MEL scenarics remained only a small
percentage of the Group’s capital throughout the

financial year.

Value at Risk (VaR)

VaR provides a statistically based summary of overall
market rigk in the Group. The VaR model uses a Monte
Carlo simulation to generate normally distributed price and
volatility paths for approximately 1000 benchmarks, based
on three 10 ten years of historical data. Each benchmark
represents an asset at a specific maturity, for example one
year crude ol futures or spot gold. The benchmarks
provide a high level of granularity in assessing risk, covering
a range of points on yield curves and forward price curves,
and distinguishing between similar but distinct assets; for
example crude oil as opposed to heating oil, or energy
products traded at different locations. Exposures to

Aggregate Value-at-Risk
Value-at-Risk to shareholder funds e
%

individual equities within a national market are captured by
specific risk modelling incorporated inte the VaR model.
The benchmarks are correlated based on the same
historical data.

The integrity of the VaR model is tested against daity profit
or loss and reported to APRA quarterly. At the group level,
the one day loss has never exceeded the one day

VaR result.

Over a long period of time, market risk, as measured by
VaR, has been modest in comparison to capital and
earnings. VaR increased during the current financial year,
reflecting a general increase in the range of activity and
the volume of trading undertaken by all businesses. In
particular, business activity has expanded internaticnally,
as Macquarie entered new energy markets throughout
North America and capitalised on equity market conditions
in Asia. However, VaR as a percentage of shareholder
funds has been stable over recent years. The graph below
shows the daily VaR and the six month average VaR as a
percentage of the six month average shareholder funds.

Although VaR remains concentrated in the equities market,
the past year has seen an increase in Macquarie’s
exposure to the commodities sector. In addition to new
energy businesses, there was increased trading in oil,
freight and agricultural commodities as trading businesses
capitalised on market conditions and serviced large client
trades. Trading in debt and structured securities has
historically not been a large business for Macquarie and
this continued in the past year. The reported VaR is also
affected by changes in market volatility and correlations,
and by ongoing enhancements to the VaR model.

— Value-at-Risk (1-day 99%)
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Value-at-Risk (VaR) figures for year ended 31 March

2008 2008 2008 2007 2007 2007

Average Maximum Minimum  Average Maximum  Minimum

$m sm $m $m $m $m

Equities

Interest rates

Foreign exchange and bullicn
Commodities

Aggregate

7.45 15. 3¢ 4,37 79 13. 67 3.39
3.22 5. 51 2.12 2.13 3.33 1. 26
3.15 7.77 1.25 2.19 4.72 1. 39

10. 80 17. 70 3.73 3. 50 8 00 1. 43
13. 55 19. 54 8.69 8. 44 15. 22 2,18

Trading Revenue

The effectiveness of Macquarie’s risk management
methodology can be measured by the Group's daily
trading results. Particularty during periods of highly volatile
market activity, as witnessed from August 2007 onwards;
the small quantity and magnitude of daily losses incurred
by Macquarie is indicative both of an effective risk
management framework and business operations.
Macquarie derives the majority of its trading revenue
from servicing customer deal flow rather than proprietary
position taking. The focus on customer flow has shovmn
consistent profits and low volatility in trading results whilst
allowing growth in those markets where significant gains
can be realised. This is evident in the histogram belov
which shows that Macquarie made profit on 228 out of
the 257 trading days.

Daily trading profit and loss
Number of days

Non-Trading Market Risk

Macquarie also has exposure 0 non-traded interest rate
risk, generated by banking preducts such as loans and
deposits. Interest rate exposures, where possible, are
transferred into the trading books of Group Treasury and
managed under market risk limits. However, some residual
interest rate risks remain in the banking book due to factors
outside the interest rate market, or due to timing
differences in accumulating exposures large enough to
hedge. These residual risks in the banking book are not
material but are nevertheless monitored and controlled by
RMG and reported to senior management regutarly.
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Economic Capital Economic capital adequacy means an intemnal assessment

Macquarie has developed an economic capital model of capital adequacy, designed to ensure Macquarie

that is used to quantify the Group's aggregate leve! of risk. has sufficient capital to absorb all but the most extreme
The economic capital framework complements the losses, thereby providing creditors with the required degree
management of specific risk types such as equity, credit, of protection.

market and operational risk by providing an aggregate view

P il | . . . )
of the fisk profile of the Group. ctential losses are quantified using the Economic Capital

Adequacy Model (ECAM). These potential losses are

The econcmic capital model is used o support business compared to the capital resources available to absorb loss,
decision-making, and has three main applications: consisting of book equity and eligible hybrid equity.
Earnings are also available to absorb (osses, however only
a fraction of patential earnings is recognised as a buffer
against losses.

—capital adequacy assessment
- rigk appetite setting
-risk-adjusted performance measurement.

Capital Adequacy Assessment The ECAM guantifies the following types of risk:

Macquarie assesses capital adequacy for both MGL —the  —equity risk

Group overall - and MBL - the Banking Group. In each - credit risk

case, capital adequacy is assessed on a regulatory basis —operational risk

and on an economic basis, with capital requirements —traded market risk

assessed as follows: —non-traded market risk (i.e. interest rate risk in the

banking book)
Economic Regulatory - liquidity risk.

MBL  Internal model, covering  Capital to cover risk- It also measures the risk of decline in value of assets held
just exposures of the  weighted assets and as part of business operations, e.g. fixed assets, goodwill,
Banking Group regulatory deductions, capitalised expenses ard certain minority stakes in

according to APRA's associated companies or stakes in joint ventures.
banking prudential .
standards The overall regulatory capital requirement of the non

- banking entities within the Macguarie Group agreed with

MGL  Internal model, covering - Bank regulatory capital APRA, is determined by the ECAM, as noted in the table to
all exposures of the requirement as above the left. The regulatory capital adequacy of MGL as at
Group plus economic capital March 2008 is set out below.

requirement of the Non-
Banking entities.

Macquarie Group Limited - Regulatory capital position
31 March 2008

Banking Group ® Non-Banking Group m

$ billion

Minimum capital
requirement

Buffer for volatility [ :

Growth and strategic
flexibility

Regulatory capital
position
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MGL is currently well capitalised — a substantial regulatory
capital surplus exists. An element of this surplus is set
aside as a buffer against volatility in the drivers of capital
adequacy - for example volatility in foreign exchange rates
may alter the capital reguirement by changing the
Australian Dollar value of assets. The remaining surplus is
available to support growth and provide strategic flexibility.
Capital raisings in 2006 and 2007, significant retained
earnings and the contributions of dividend reinvestrnent
plans and other schemes have contributed to the strong
capital position.

The Tier 1 and total capital ratios for the Banking Group
as at 31 March 2008 were 12.4 per cent and 17.7 per ¢ent
respectively.

The capital adequacy results are reported to Board and
senjor management on a regular basis, together with
projections of capital adequacy under a range of scenarios.

Risk Appetite Setting

Macquarie’s risk appetite is expressed through the rigk limit
framewaork. This consists of the specific risk limits givan to
various businesses and products or industry sectors and
also a Global Risk Limit which constrains the aggregate
level of risk. The Global Risk Limit is set to protect eamings
and ensure we emerge from a downturn with sufficient
capital to operate,

Aggregate risk is broken down into two categories:

- Business risk, meaning decline in earnings through
deterioration in volumes and margins due to market
conditions; and

- Potential fosses, meaning potential credit losses, writa-
downs of equity investments, operational risk losses and
losses on trading positions.

Potential losses are quantified using a version of the
economic capital model.

Business risk is captured via a group-wide scenario
analysis process that produces an assessment of earnings
capagcity in a severe downturn scenario.

Aggregats risk is compared to the anticipated level of
earnings plus surplus regulatory capital in the Risk
Appetite Test,

A principal use of the risk appetite test is in setting the
Equity Risk Limit (ERL). This limit constrains Macquarie's
aggregate level of risk arising from principal equity
positions, managed fund holdings, property equity
investments, lease residuals and cther equity investments.
Any increases in the ERL are sized to ensure that even
under full utilisation of this limit, and allowing for growth in
other risk types, the requirements of the Risk Appetile Test
will be met.
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Risk-adjusted Performance Measurement

At Macquarie, proposals for all significant new deals,
products and businesses must contain an analysis of risk-
adjusted returns, using methodology set out by RMG.
These returns are considerad together with other relevant
factors by Executive Committee and Board in assessing
these proposals and thus are one element of discipline in
the risk acceptance process.

Risk-adjusted performance metrics for each business
unit are prepared on a regular hasis and distributed to
Operations Review Committee and the Board as well as
to business units. Risk-adjusted performance metrics for
each business unit are a significant input into performance
based remuneration.

Liquidity Risk

Liguidity risk is the risk that the Group is unable to meet
its financial obligations as they fall due, which could arise
due to mismatches in cash flows. Macguarie's liquidity
risk management framework ensures that both MBL and
MGL are able to meet their funding requirements as they
fall due under a range of market conditions. The primary
liquidity objective is to fund in a way that will facilitate
growth {and income) in core businesses under a wide
range of market conditions.

The Group Asset and Liability Committee (ALCO) assists
the Executive Committees with oversight of asset and
liability management {including liquidity risk management}.
The Group's liquidity policies are approved by Board after
endorsement by ALCO and the Executive Committee.

Funding and liquidity management is performed centrally
by Group Treasury, with oversight from the Asset and
Liability Committee (ALCQO). Group Treasury manage
liquidity on a daily basis and provides regular reports to
ALCO, the Executive Committees and Boards.

RMG provides independent prudential oversight of liquidity
risk management, including the independent validation of
liquidity scenaric assumptions, liquidity policies, and the
required funding maturity profile.



Liquidity Management

The Group is primarily funded through two entities - MBL and MGL:

—MGL provides funding to the Non-Banking Group and limited funding to some MBL Group Subsidiaries. Any funding
provided by MGL to the MBL Group is subject to internal limits and is transacted on commercial terms.

—MBL provides funding to the MBL Group and as part of the restructure provided a bridge loan to MGL.
The high level funding relationships in the Group are shown below:

Debt

Debt and equity

Macquarie Bank Limited (MBL)
Banking Group

Debt and
hybrid equity

Macquarie Group Limited (*MGL")

The MGL liquidity policy outlines the requirements for the
entire Group excluding Macquarie Bank Limited {see below
for details). The policy requires MGL to meet all of its
repayment obligations for the next twelve months with no
access to wholesale funding markets.

Reflecting the longer term nature of the asset profile,

MGL is funded with a mixture of capital and long term
wholasale funding. The funding profile allows MGL to meet
all repayment obligations for 12 months with no access to
funding markets.

Macquarie Group Limited (MGL)

Bridging loan

Equity

Debt and equity

Macguarie Bank Limited {“MBL")

The MBL liquidity policy outlines the liquidity requirements
for Macquarie Bank only. The policy requires that core
assets and liquidity buffers are funded with deposits and
core borrowings. Specified percentages of borrowings
must have maturities beyond six and twelve months and
a limit is set on the maximum percentage of borrowings
maturing within the next three months and in any

given month.

The Bank models liquidity scenarios over a twelve month
timeframe displaying various degrees of constrained capital
markets access. The cbjective of this modelling Is to
determine MBLs capacity for asset growth whilst meeting
all repayment obligations over the next twelve months.

The modeliing includes twelve month liquidity scenarios
significantly more drastic than the conditions that have
prevailed since August 2007.
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Group Treasury maintains portfolios of highly liquid assets
in both MBL and MGL to ensure adequate funding is
available under all conditions. These liquid assets are held
to cover both known and contingent sources of funding
outflows. The assets are predominaritly held in the most
liquid asset classes — short dated interbank deposits and
stock eligible for repurchase with Central Banks.

Group Treasury and RMG undertake regular reviews of the
liquidity characteristics of the Group’s balance sheet. This
provides an understanding of the liquidity characteristics of
assets and liabilities against a backdrop of changing market
conditions. The analysis ensures that the balance sheet is
able to be appropriatety funded and the liguidity
ramifications of market moves are clearly understood.

Macquarie Group Limited

In response to the current funding market disruption, the
Group has increased its level of liquid asset holdings to

$18.3 bilion as at 31 March 2008 (31 March 2007: $6 bilion).

In addition to the liquid asset holdings, MBL has other
trading assets, many of which are liquefiable at short nofice.

As at 31 March 2008, Macquarig's credit ratings were
as follows:

Macquarie Bank Limited

Short-term Long-term  Qutlook Short-term Long-term  Qutlook
Fitch Ratings F-1 A Stable F-1 A+ Stable
Moody's Investors Service  P-1 A2 Stable P-1 Al Positive
Standard & Poor's A2 A- Stable A A Stable

Legal & Compliance Risk

Macquarie actively manages legal and compliance risks to
its businesses. Legal and compliance risks include the: risk
of breaches of applicable laws and regulatory requirements,
actual or perceived breaches of obligations to clients and
counterparties, unenforceability of counterparty

cbligations and the inappropriate documentation of
contractual relationships.

Each of the Group's businesses is respansible for deve'oping
and implementing its own legal risk management and
compliance procedures, RMG assesses compliance risk
from a Group-wide perspective and works closely with legal,
compliance and prudertial teams throughout Macquarie to
ensure compliance risks are identified and appropriate
standards are applied consistently to manage these
compliance risks. The development of new businesses and
regulatory changes, domestically and internationally, are: key
areas of focus within this role.

RMG performs an oversight role to the divisional
compliance staff to ensure appropriate standards are
adhered to.
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Reputational Risk

All activities have elements of reputation risk embedded.
Managing reputation risk is an essential role of senior
management as it has the potential to impact earnings
and access to capital. Macquarie seeks to manage and
minimise reputation risk through its corporate governance
structure and risk management framework.

Macquarie operates under a strong corporate governance
structure consistent with the regulatory requirements of
various regulators including ASIC and APRA. Goals and
Values incorporating a clear code of ethics are
communicated to all staff and Integrity Officers are in
place to deal with potential issues of integrity.

Business units take ownership of risk, including reputation
risk. In addition, a robust, independent risk management
framework incorporates active management and
monitoring of risks arising within the Group. The
implementation of this framework by RMG is a major
mitigant to reputation risk,

The various policies, procedures and practices in place
aim to minimise reputation risk and regular reporting to
the Executive Committees and Boards includes detail on
reputational risk issues as appropriate.

The direct losses arising from reputational risk (such as
loss of mandates and regulatory fines) are taken into
account in the operational risk capital model.

Internal Audit

Internal Audit provides independent assurance to

senior management and the Board on the adequacy and
effectiveness of Macquarie’s financial and risk management
framework. Internal Audit forms an independent and
objective assessment as to whether risks have been
adequately identified, adequate internal controls are in
place to manage those risks and those controls are
working effectively. Internal Audit is independent of
business management and of the activities it reviews.
The Head of Internal Audit is jointly accountable to the
Board Audit and Compliance Committee (BACC) and
the Head of RMG and has free access at all times to

the BACC.

Basel Il

In December 2007, Macquarie Bank Ltd sought, and was
accredited by APRA to operate as an advanced bank for
credit (Foundational Internal Ratings Based approach) and
operational risk (Advanced Measurement Approach). These
advanced approaches place a higher reliance on a bank's
internal capital measures and therefore require a more
sophisticated leve! of risk management and risk
measurement practices.
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31 March 2008

In accordance with a resolution of the Vating Directors
{("the Directors”) of Macquarie Group Limited (“MGL”

or “the Group”), the Directors subimit herewith the balance

sheets as at 31 March 2008, the income statements and
the cash flow statements of MGL and the entities it
controlled at the end of, and during, the financial year
ended on that date and report as follows:

Directors
At the date of this report. the Directors of the Group are:

Non-Executive Director
D.S. Clarke, AQ, Chairman

Executive Directors

A.E. Moss, AQ, Managing Director and Chief Executive
Officer

NW. Moore™

L.G. Cox, AO

Independent Directors™*
P.M. Kirby

C.B. Livingstone, AQ
H.K. McCann, AM

J.R. Niland, AC

H.M. Nugent, AO

P.H. Warneg

" Mr Moss will retire from the role of Managing Director,

Chief Executive Officer and Director effective 24 May 2008.

** Mr Moore was appointed to the Board in February 2008
and will assume the roles of Managing Director and Chief
Executive Officer on 24 May 2008.

=** In accordance with MGL's definition of independence

(as set out in the Corporate Governance Statement
contained in the 2008 Annual Report).
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The above Directors (with the exception of Mr Moore)
were appointed Directors of the Group on 30 August 2007.
Mr S.J. Dyson, Mr G.C. Ward and Mr W.R. Sheppard, all
Non-Voting Directors of the Group, were Directors of the
company from the beginning of the financial year until their
retirement from the Board on 30 August 2007.

Those Directors listed as Independent Directors have been
independent throughout the period of their appointment.

Details of the qualifications, experience and special
responsibilities of the Directors and qualifications and
experience of the Company Secretaries at the date of this
repart are set out in Schedule 1 at the end of this report.




Directors’ Meetings
Regular monthly Board meetings and regular Board Committee mestings only commenced in August 2007, a few months
prior to the corporate restructure.

The number of meetings of the Board of Directors {“the Board™) and meetings of Committees of the Board, and the number
of meetings attended by each of the Directors of the Group during the financial year is summarised in the tables below:

Board meetings
Monthly Board meetings Special Board mestings
Eligible to attend Attended Eligible to attend Attended

-9

D.S. Clarke

AE. Moss

L.G. Cox

PM, Kirby

C.B. Livingstone
H.K, McCann
J.R. Niland

H.M. Nugent
P.H. wWamne
N.W. Moocre*
G.C. Ward™
S.J. Dyson*™
WR. Sheppard* -
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* Mr Moore was appeinted a Director in February 2008.
** Mr Ward, Mr Dyson and Mr Sheppard retired as Directors on 30 August 2007.

Board committee meetings
Board
Board Audit Corporate Board Board Board
and Compliance Governance Nominating Remuneration Risk
Committee Committee Committee Committee Committee

Eligible Eligible Eligible Eligible Eligible
to attend Attended toattend Attended 1o attend Attended toattend Attended to attend Attended

D.S. Clarke - - - - - - 3 3
AE. Moss

L.G. Cox

PM. Kirby

C.B. Livingstone
H.K. McCann
J.R. Niland
H.M. Nugent
P.H. warne
N.W. Moore* - - - - - -
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" Mr Moore was appointed a Director in February 2008.

There was a special purpose Board Sub-Committee to conduct due diligence into the establishment of a NOHC (“NOHG
Sub-Committee”). The NOHC Sub-Committee comprised of Ms Livingstone, Mr McCann and Mr Cox and certain Group
executives. The MGL NOHC Sub-Committee met once with all members in attendance. In addition MBL had a NOHC
sub-committee which met nine times.

The Non-Executive Voting Directors met once in the absence of the Executive Directars, All Non-Executive Voting Directors
were in attendance at the mesting.
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Principal activities

The principal activity of the Company during the financial
year ended 31 March 2008 was to act as a non-operating
holding company for the Macquarie Group. The activities
of the Macquarie Group were those of a financial services
provider offering a complete range of investing, commercial
banking and retail financial services in Australia and
selected financial services offshore. In the opinion of the
Directors, there were no significant changes to the principal
activities of the Company and its controlled entities during
the financial year under review not otherwise disclosed in
this report.

Result

The financial report for the financial years ended

31 March 2008 and 31 March 2007, and the results
herein, have been prepared in accordance with Australian
Accounting Standards.

The consolidated profit from ordinary activities after
income tax attributable to ordinary equity holders for the
financial year ended 31 March 2008 was $1,803 million
(2007: $1,463 miflion).

Dividends and distributions

Subsequent to year end, the Directars have announced a
final ordinary dividend of $2.00 per share franked at 100
per cent, in relation to the financial year ended 31 March
2008. The final ordinary dividend is payable on

4 July 2008,

On 30 January 2008 the Company paid an interim ordinary
dividend of $1.45 per share ($395,399,867.80 in aggregate)
in respect of the financial year ended 31 March 2008. No
other dividends or distributions were declared or paid
during the financial year.
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State of affairs

On 13 November 2007, the Macquarie Group restructured
into a non-operating holding company structure. This
followed receipt of the requisite approvals from Macquarie
Bank Limited {("MBL") shareholders and option holders,

as well as the Federal Treasurer, Australian Prudential
Regulation Authority {(‘APRA"} and the Federal Court of
Australia. This restructure resulted in the Company being
established as the ultimate parent of the Macguarie Group.
The Macquarie Group comprises two separate sub-
groups, a Banking Group and a Non-Banking Group.

Under the restructure, following MBL becoming a
controlled entity of MGL, MBL sold certain Non-Banking
Group controlled entities to MGL for fair value at the
restructure date. The majority of the profits on sale of these
controlled entities was distributed by MBL via dividends to
MGL. MBL also obtained shareholder approval to reduce
its capital by $3.0 bilion. The funds received by MGL from
these transactions were contributed to the capital base of
the Non-Banking Group and helped finance the acquisition
of the assets from MBL by the Non-Banking Group.

MBL also paid a dividend to MGL of $2.25 billion and

MGL simultaneously subscribed the same amount to

MBL as a capital injection. These transactions occurred on
16 Novernber 2007. On 19 November 2007, a new holding
company {Macquarie B.H, Pty Limited) was introduced
between MGL and MBL. All of these transactions were
internal to the Macquarie group of companies.

Ordinary shareholders and option holders of MBL were
issued with one MGL ordinary share/option for each
ordinary share/option they held in MBL. prior to
implementation of the restructure.




Review of operations and financial position

Review of operations and financial result

The consolidated after-tax profit attributable to ordinary
equity holders of the Macquarie Group for the year ended
31 March 2008 was $1,803 million, an increase of 23 per
cent from $1,463 million in the previous year.

Eamings per share were $6.71, an increase of 13 per cent
from $5.92 in the prior year.

Total operating income for the year ended 31 March 2008
was $8,248 million, an increase of 15 per cent on the prior
year. International income increased by 14 per cent to
$4,293 million and accounted for 57 per cent of total
operating income’ for the year.

Goed corporate finance deal flow combined with
favourable equity and commoadity business contributions
were key drivers of the overall growth in operating income.
Income from asset realisations was down on the prior year.
The increase in assets under management contributed to
growth in base fees and performance fees during the year.
The writedown of holdings in the Macquarie Group's listed
real estate investments reduced incoma by $293 million.

Total operating expenses for the year to 31 March 2008
were $6,043 million, 15 per cent up on the prior year.

Additional information, including discussion and analysis
relating to each of MGL's operating Groups' performance,
is set out in the Chairan’s and Managing Director’s
Report on pages 6-13.

Financial Position

Macquarie Group’s capital management policy is to be
conservatively capitalised and to maintain diversified
funding sources in order to support business initiatives,
particulary specialised funds and offshore expansion,
whilst maintaining counterparty and client confidence,
The restructure that Macquarie undertook during the year
resulted in a more flexible capital structure to faciitate
continuation of Macquarie's growth strategies, whilst
enabling the Group to meet its obligations to APRA.

As an APRA authorised and regulated Non-operating
Holding Company (“NOHC"), MGL is required to hold
adequate regulatory capital to cover the risks for the whole
Macquarie Group, including the Non-Banking Group.
APRA is still developing its policy framewark for supervising
NOHCs. The new prudentiat standards, including those for
capital, are not expected until 2009 at the earliest.
Macquarie and APRA have agreed an interim capital
adequacy framework for MGL, based on Macquarie’s
Board-approved Economic Gapital Model and APRA's
capital standards for Authorised Deposit-taking Institutions
{("ADIs"). This will apply until APRA's capital rules for
NOHMCs are finalised and implemented.

MGLs capital adequacy framework requires it to maintain

Operating income for the purposes of international
income excludes earnings on capital and is after costs
directly attributable to earning the income, including fee
and commission expenses.

minimum regulatory capital requirements (“Level 3 MCR")
calculated as the sum of the dollar value of:

~MBLUs minimum Tier 1 capital requirement, based on
a percentage of risk weighted assets (‘BWAs") plus
Tier 1 deductions {using prevailing APRA ADI
Prudential Standards});

-The Non-ADI Group capital requirement, using
Macquarie’s Economic Capital Adequacy Model
adjusted for the capital impact of transactions internal
to the Macquarie Group.

The Macquarie Group as at 31 March 2008 has eligible
capital in excess of the Level 3 MCR of $3 billion.

Events subsequent to balance date

At the date of this report, the Directors are not awars of
any matter or circumstance which has arisen that has
significantly affected or may significantly affect the
operations of the Group, the results of those operations
or the state of affairs of the Group in the financial years
subsequent to 31 March 2008 not otherwise disclosed
in this report.

Likely developments in operations and

expected outcomes

OCutlook

Market conditions make short-term forecasting more
difficult than usual. The current state of financial markets
means that it will be challenging to repeat our most recent
performance. However, we continue to be well positioned
in the medium term due to:

—effective risk management

—good businesses and committed quality staff

~-the strength, diversification and global reach of
our businesses

- benefits of ongoing organic growth initiatives

- continued strong global investor demand for
quality assets

—strong capital base

-no problem trading exposures and no material problems
with credit exposures

Current markets are challenging but we are very well
positioned to take advantage of the opportunities which
will undoubtedly arise. Despite market conditions, the
global business platform has never been stronger.
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Executive summary

The cornerstone of the Macquarie Group's success is a
remuneration approach that encourages staff to deliver
superior retuns for shareholders over time by afigning

the short and long-term interests of staff and shareholders;
and by attracting and retaining high quality people.

These are pre-requisites to the establishment of a truty
performance-based, growth-oriented culture.

Alignment between the interests of staff and shareholders
is established by understanding the business drivers of
superior shareholder performance over time - while
recognising that historically, and often for short periods of
time, markets may diverge from a company's undertying
value. Independent research demonstrates that the critical
business drivers of supericr shareholder returns are growth
in net profit after tax and return on equity. Macquarie's
remuneration approach is, therefore, designed to provide
staff with the incentive to strive for sustainable earnings
growth, while encouraging the efficient use of available
capital to maintain a high return on ordinary capital.

Staff attraction and retention is also encouraged by
providing remuneration outcomes that are globally
competitive. With over 5200 staff based outside Australia
and 57 per cent of revenue generated offshore, offering
globally competitive remuneration is a necessity if the
Group is to sustain the shareholder returns that have been
achieved historically. Staff mobility between countries also
rmakes this essential for staff based in Australia.

The structure of the key slements of the remunaration
package provides an appropriate balance between short
and longer term incentives.

More specifically:

Fixed remuneration, in the form of a base salary, is low
relative to senior roles in other Australian corporations,
encouraging executives to take a more performance-
oriented approach. In 2008, fixed remuneration for
Macquarie's nine Executive Committee members
comprised, on average, approximately 3 per cent of their
total remuneration. The remaining 97 per cent of their 2008
remuneration, a direct result of Macquarie's continued
strong financial performance, was entirely at risk.

Profit share is truly variable. It is allocated to businesses
and, in turn, to individuals based on performance, primarily
reflecting relative contributions to profits while taking into
account capital usage. This results in businesses and
individuals being motivated to increase earnings and use
shareholder funds efficiently. In addition, in assessing the
performance of individuals, other factors such as how
business is done, long-term sustainability, people
leadership and adherence to Macguarie's Goals and
Values are taken into account. The performance of staff
whose role is not linked to profit contribution is measured
according to criteria appropriate to their position. Staff
waorking in support areas may, for example, be rewarded
on the basis of their contribution to the Group's financial
reporting, risk management processes, or information
systems. For executives with specific fund responsibilities,
the performance of the relevant funds and the underlying
assets is critical in determining that individual's profit share
allocation. In general, staff are motivated to work
co-operativety given that their profit share allocation will
reflect the Group's averall performance, the relative
performance of their business, as well as their

individual contribution.
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The outcome of using growth in net profit after tax and
return on equity as drivers of performance is that:

~for a given level of net profit after tax, other things being
equal, the total profit share will be less if more capital is
used to generate it.

—for a given level of capital employed, the total profit share
will rise or fall with the level of net profit after tax. In other
words, the Group's total profit share peol increases with
performance and no maximum ceiling is imposed. This is
consistent with the alignment of staff and shareholders’
interests and provides the strongest incentive to stafi to
continuously strive to maximise long-term prcfitability.

Profit share is deployed in ways that encourage a longer-
term perspective and alignment with shareholders’ longer-
term interasts, which, in turn, encourages the maximisation
of profit, while not exposing the Group to risk or behaviours
that would jeopardise fong-term profitability or reputation.
Further, it promotes staff retention. More specifically, for
the Chief Executive Officer and other Executive

Committee Members:

- 20 per cent of each annual profit share allocation is
retained for ten years and is subject to vesting and
forfeiture conditions. it is notionally invested in an
investment portfolio of Macquarie-managed funds.

~in response to investor feedback, in 2008, an additicnal
10 per cent of profit share will be invested in Macquarie
Group shares and retained for three years, except in the
case of Mr Moss whe is retiring in May 2008, In 2003,
this amount will rise to 35 per cent for the new Chief
Executive Officer and Managing Director, Mr Moore, and
20 per cent for other Executive Committee members.

—all Executive Directors are required to hold the
deemed after tax equivalent of 10 per cent of their
profit share over the last five years, or ten years in tha
case of Executive Committee members, in Macquarie
Group shares.
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Options over Macquarie shares are issued to
approximately the most senior 20 per cent of staff based
on performance and promotion. Options vest in three
tranches after two, three and four years, giving an average
vesting period of three years. In addition, options granted
to Executive Directors may only be exercised if a
challenging performance hurdle is met. The performance
hurdle for members of the Executive Committee is for
Macquarie's three-year average return on ordinary equity to
be above the B5th percentile of that measure for those
companies in the S&P/ASX 100 Index.

Hedging is forbidden in relation to unvested options, shares
held to meet the minimum sharehelding requirement, and
shares held by Executive Committee members pursuant to
the new requirement to allocate an additional profit share
component into Macquarie shares. Executives are required
to conduct trading in Macquarie shares only during
designated trading windows.

Executive Directors who leave Macquarie may receive
payments in respect of their vested retained profit share
(subject to there being no disqualifying event) and, subject
to regional variations, may be entitled to other contractual
or statutory payments including notice, accrued service
related benefits, and/or pension or superannuation
benefits. They may also exercise vested options for a
period of up to six months after termination. However,

no other contractual termination entitternents exist.

This remuneration approach is managed through strong
governance structures and processes. Conflicts of interest
are managed proactively and assiduously, with the Board
Remuneration Committes making recommendations to the
Non-Executive Directors of the Board on key decisions that
have not been delegated to the Remuneration Committee.

Non-Executive Director fees are set in line with market
rates for refevant Australian financial crganisations and o
reflect the time commitment and responsibilities involved,
within the shareholder approved aggregate limit.

In these ways, superior returns over time have been
generated for shareholders.




Introduction

Macquarie has a sophisticated remuneration strategy in
place to ensure its people are focused on generating
outstanding shareholder value and are rewarded consistent
with the outcomes they achieve. This strategy has been
largely in place since the inception of the Group, although

it has evolved incrementally over time to ensure that the
systemn continues to meet its overriding cbjectives.

The Board of Directors overseas the Group's remuneration
arrangements, including both executive remuneration and
the remuneration of the Non-Executive Voting Directors.
The Boeard has established a Board Remuneration
Committee to assist it with the Group's remuneration
policies and practices.

The Board annually reviews the remuneration strategy to
ensure it is structured to deliver the best outcomes for
Macquarie and its shareholders. This year, as part of that
process, it has considered the challenging market
conditions of the last twelve months where a number of
international investment banks have reported record losses
and announced layoffs, but where remuneration levals
rernain high as the competition for the best talent continues.

Macquarie's remuneration approach aims to drive long-
term shareholder returns by aligning the interests of
staff and shareholders and attracting and retaining high
quality people. This report discusses how Macquarie's
remuneration approach delivers these cutcomes for
shareholders through:

1. focusing on appropriate objectives;

2. achieving resuits;

3. structuring remuneration to motivate staff to create
sharehcider value;

4. providing strong governance structures and
processes; and

5. recognising Non-Executive Directors for their role.

The above five points are discussed in turn in
Sections 1to 5.

This Remuneration Report has been prepared in
accordance with the Corporations Act 2001. The Report
contains disclosures as required by Accounting Standard
AASB 124: Related Party Disclosures as permitted by
Corporations Regutation 2M.6.04.

Financial information is used extensively in this Report.

Some long-term trend information is presented, although
accounting standards and practices have changed over
time. In particutar, throughout this Remuneration Report:

- financial information for the Group relating to the years
ended 31 March 2006, 31 March 2007 and 31 March
2008 has been presented in accordance with Australian
Equivalents to International Financial Reporting
Standards (AIFRS);

—financial information for the Group relating to the year
ended 31 March 2005 has been restated in accordance
with AIFRS, with the exception of AASB 132: Financial
Instruments: Presentation and AASB 139: Financial
Instrurnents: Recognition and Measurement, which
became effective from 1 April 2005; and

~financial information for the Group relating to earlier
pericds has not been restated in accordance with
AIFRS, and is therefore presented in accordance with the
Australian Accounting Standards prevailing at the time.
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1 Focusing on appropriate objectives: The Board aims to attract and retain high quality
remuneration policy people by offering a competitive performance-driven
Macquarig's remuneration approach aims o drive remuneration package that encourages both long-term
long-term shareholder returns by aligning the intere:sts commitment and superior performance.

of staff and shareholders and attracting and retaining high
quality people. This report discusses how Macqguarie's
remuneration approach delivers these outcomes for
shareholders through:

The overarching goals and objectives of the remuneration
framework are supported by a set of underlying
principles:

—a distinct emphasis on performance-based remuneration
(refer section 3.1);

—rewards linked to shareholder value through the use of
shareholder return drivers, namely profitability and
returns in excess of the cost of capital {refer section 3.2);

—use of equity to provide rewards partly in the form of
shares and partly in the form of options to create
identification with shareholder interests (refer section 3.3);

1. focusing on appropriate objectives;

2. achieving resuits;

3. structuring remuneration to motivate staff to creete
shareholder value;

4, providing strong governance structures and
processes; and

5. recognising Non-Executive Directors for their role.

The overarching goal of the remuneration framework isto  —retention mechanisms designed to encourage long-term
drive outstanding shareholder returms over the longer term. commitment to the Group and hence to shareholders
The remuneration framework supports this overall goal (refer section 3.3);

through a structure which is focused on ensuring thzt —consistent arrangements over time to ensure staff are
Macquarie attracts and retains high quality people and confident that efforts over multiple years will be rewarded
aligns their interests to generate outstanding long-term {refer section 3.3); and

returns for shareholders. —arrangements which are competitive on a global basis

The Board aims to align the interests of staff and with the Group’s international peers {refer section 2.3).

shareholders by mativating staff through its remuneration The key elements are summarised in the diagram below.
policy to:

-increase the Group's net profit after tax; and

- sustain a high relative return on ordinary equity.

Key elements of remuneration framework

BAignlinterestsiot 1 Emphasise performance-
s tafifandfsharenolders) based remuneration

AL 2 Use shareholder return drivers

SUseeaMiy E L E ‘
alUselcicrtion] rﬁxaaiﬁmgﬁg | Creating a
Sletovidelconsistency e ‘| long-term focus

Drive long-term

shareholder returns

6 Provide compehtwe

. ﬂﬁlﬁ(ﬁi@iﬁl (ﬁ}éﬂil remuneration
fm@ﬁ
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2 Achieving results

Macquarie's remuneration approach aims to drive
long-term shareholder returns by aligning the interests
of staff and shareholtders and attracting and retaining high
quality people. This report discusses how Macquarie's
remuneration approach delivers these outcomes for
sharehoiders through:;

1. focusing on appropriate objectives;

2. achieving results;

3. structuring remuneration to maotivate staff to create
shareholder value;

4. providing strong governance structures and
processes; and

5. recognising Non-Executive Directars for their role.

Macquarie's success in achieving its remuneration
objectives can be assessed by examining how it has:

—delivered long-term shareholder value;

—attracted and retained high quality people; and

-rewarded staff in line with outcomes achieved and the
competitive remuneration environment,

These results, detailed below, demonstrate that the current
arrangements are delivering the desired outcomes —
i.e. shareholder value and retention of talented people.

2.1 Delivering outstanding long-term shareholder value

Competitor comparisons

Analysis in this section involves peer or competitor
comparison. However, competitor comparisons are
complicated by the distinct nature of Macquarie’s

business mix. it is difficult to determine which are the best
peers for comparisen. In many ways the Group's business
mix is a hybrid of the international investment banks and
the private equity firms. Private equity firms are not required
to publicly disclose aggregate or individual remuneration
details. The best available comparisons are, therefore, the
international investment banks, despite significant business
mix differencas.

Ag in prior years, the global investment banking competitor
group used consistently throughout the Remuneration
Report for comparison purposes comprises Babcock and
Brown, Bear Stearns, Credit Suisse, Deutsche Bank,
Goldrman Sachs, Lehman Brothers, Merrill Lynch, Morgan
Stanley and UBS. Where appropriate, segment inforrmation
has been used as disclosed throughout the Report.

Competitor information has been presented in the same
order throughout the Report, although this is not necessarily
alphabetical order. Gaps have been left in charts and
tables where the information for a particular competitor has
not been available or is unable to be utilised for the
particular measure captured by the chart.

The remuneration approach and its consistency over time have been significant factors in maximising the Group’s growth
in earnings and its return on ordinary equity. The medium term growth pattern reflects this consistently strong year-on-year
earnings performance which in turn, has led to strong long-term shareholder returns as follows:

Performance over past five years

5 Year

2003 2004 2005 2006 2007 2008 Growth
Earnings
Net profit after tax
attributable to ordinary
equityholders $ milions 333 494 812 916 1,463 1,803 441%
Basic Earmings per Share  cents per share  164.8 233.0 369.6 400.3 5316 670.6 307%
Return on equity
Return on average ordinary
shareholders’ furids 18.0% 22.3% 290.8% 26.0% 28.1% 23.7%
Total shareholder returns
Dividend —
interim and final cents per share 93 122 181 215 315 345 271%
Dividend - spacial cents per share 50 - 40 - - -
Share price at 31 March g 2470 35.80 48.03 64.68 B2.75 52.82 114%
Annual Total
Shareholder Return* (23.1%) 52.8% 39.0% 40.2% 326% {33.6%)
Five Year Total Shareholder Retum® 162%

* Throughout this Report, Total Shareholder Return (TSR) represents the accumulated share price return when all cash

dividends are reinvested at the ex-dividend date.
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Even though Macquarie’s Total Shareholder Return was
negative during the challenging conditions of the 2003
financial year, Macquarie still outperformed the majority
of the competitor peer group.

The Group's net profit after tax growth has been strong:

1,179 per cent over the last ten years, or a compound
annual growth rate of 29 per cent, as demonstrated by
the following charts:

Net profit after tax attributable to ordinary
equityholders
$A million
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2008

Over the same period, return on ordinary equity has been
sustained at a high level, an average of 25.1 per cent,
greater than competitors over the same period and
generally less volatile than competitors.

Net profit after tax 10 year compound
annual growth rate

Macquarie versus international investment
banking competitors
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Competitors comprise Bear Stearns, Credit Suisse,
Deutsche Bank, Goldman Sachs, Lehman Brothers and
Morgan Stantey. Competitors which have been included
in comparative analysis elsewhere in this Report but
which have not continuously reported results over ten
years or which have reported a loss either ten years ago
or in the current year have been excluded from this
chart, i.e. Babcock & Brown, Merrill Lynch and UBS.



Average retum on ordinary equity over 10 years*
Macquarie versus international investment banking competitors

Return on Ordinary Equity

1 Year 3 Year Average 5 Year Average 10 Year Average

% % % %

Macquarie 23.9 258 259 251
Average of Competitors 11.0 18.8 16.2 16.3
Competitor 34.0 326 N/A N/A
Competitor 18 1.8 14.0 14.9
Competitor 17.9 19.7 15.4 1.6
Competitor 18.5 16.8 12.8 12.8
Competitor 315 28.4 239 238
Competitor 209 220 20.0 189
Competitor (25.4) 39 8.3 1.8
Competitor a7 16.8 16.7 20.2
Competitor (103 17.3 18.3 16.4

* Average of most recent ten years, except in cases where ten years of continuous data is not available for a competitor,

in which case the longest time period for which continuous data is available for that competitor has been used.
Competitors comprise Babcock & Brown, Bear Stearns, Credit Suisse, Deutsche Bank, Goldman Sachs, Lehman

Brothers, Merrill Lynch, Morgan Stanley, and UBS.

Source: Underlying data from Bloomberg {except MGL 1 year ROE calculated based on 2008 data which was not released
at the date of this report). Note that the Bloomberg methadology for calculating returm on equity differs to the Macquarie

methodology used elsewhere in the Remuneration Report. Macquarie's data above has been calculated using the

Bloomberg methodology to enhance comparability of information between organisations.

10 year return on ordinary equity

Macquarie versus international investment banking competitors
Macquarie e

%
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Competitors comprise Babcock & Brown, Bear Stearns, Credit Suisse, Deutsche Bank, Goldman Sachs,

Lehman Brothers, Mermill Lynch, Morgan Stanley, and UBS.
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These strong earnings and return on ordinary equity outcomes have contributed to the Group's superior shareholder
returns over the long-term, compared with the Austra'ian market and international investment banking competitors.

Macquarie Group Total Shareholder Return versus the All Ordinaries Accumulation Index
Macquarie Group Total Shareholder Return s
All Ordinaries Accumulation Index e
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Indexed to 100 on 29 July 1996. The “All Ordinaries Accumulation Index” ling in the above chart is based on the S&P/ASX
500 Accumulation Index from 31 March 2000, prior to this based on the All Ordinaries Accumulation Index.

Macquarie Total Shareholder Return calculations here and throughout this Report assume continuous listing. Hence, they
are based on Macquarie Bank Limited {ASX code: M3L) data up to and including 2 November 2007, the last day of trading
of MBL shares, and Macquarie Group Limited {ASX code: MQG) data from the commencement of trading MQG shares on
5 November 2007 cnwards.

Total Shareholder Return since July 1996
MGL, other top performing ASX 50 companies, intsrnational investment banking competitors
%

2000
1800
1600

1400
1200

—— |
-200 2 5 2 I 2 28 5 2 g 2 8
o * ox
= 12
g Nine other best performing companies in < International investment banking
= the top 10 in the ASX 5C competitors*

* International Investment Banking Competitors comprise Bear Stearns, Credit Suisse, Deutsche Bank, Lehman Brothers,
Merrill Lynch, Morgan Stanley, and UBS. Competitors which have been included in comparative analysis elsewhers in
this Report but which have not been continuously lisied since MBL's date of listing (29 July 1996) have been excluded
from this chart, i.e. Babcock & Brown, and Goldman Sachs.

Macquarie’s TSR since listing is higher than that of all but one other company that was in the ASX Top 50 at the time that
MBL listed in July 1996, and is significantty higher than the TSRs of the international investment banking competitors over
the same period.

Macquarie Group Limited 2008 Annual Report



2.2 Attracting and retaining high quality people As at 31 March 2008, 28 per cent of Director level staff

Macquarie's remuneration arrangements function very have at least ten years experience with Macquarie, and
effectively to attract, motivate and retain high quality people. afurther 28 per cent have between five and ten years
Macquarie is readily able to attract good staff, receiving experience, as summarised in the following chart™:

over 175,000 employment applications in the past year.
During 2008, total staff increased by 31 per cent to 13,107 Directors’ tenure as at 31 March 2008
as Macquarie continues to invest in people to drive growth.

Macquarie has a highly engaged workforce. Engagement Below 3 years 30%
at Macquarie has been formally measured bi-annually via a
Group-wide staff survey, the most recent being conducted
in September 2008. The survey was conducted with the 10 years+ 28%

assistance of ISR, a global employee research and

consulting firm. Macquarie significantly outperformed

relevant external norm groups in most categories, including

the Global Investment Banking norm and the Global High

Performance norm. In addition, engagement was recently

measured in November 2007, via an interim staff survey.

The results showed that engagerment continues to be \
strong overall.

5 years - 10 years 28%

Macquarie has a good track record at retaining senior

people, with voluntary Director-level turnover of 3 years - 5 years 14%

approximately 7 per cent in 2008 which is in fine with

last year. Considering current labour market conditions,

the current level of turnover reflects the effectiveness of * This measure includes accumulated service at acquired

Macquarie's remuneration arrangements. companies, for example Bankers Trust Investment Bank
and ING's Asian Equities business.

65




101 e HNarilal yedl enucu
31 March 2008 continued

2.3 Rewarding staff in line with outcomes achieved and the competitive remuneration environment
Given Macqguarie's emphasis on linking remuneration with performance, staff are rewarded in line with the outcomes
they achieve. In determining the relevant framework, the market in which the Group is competing for talent must be

taken into account.

The following table compares the annual movement in key executive remuneration measures with the Group's key financial

performance measures.

Comparison of performance measures and executive remuneration measures

Increase/

2007 2008  (Decreass)
Performance measures
Net profit after tax attributable to ordinary equityholdiars (NPAT) $ milions 1,463 1,803 23%
Basic Earnings per Share cents per share 591.6 670.6 13%
Return on average ordinary sharsholders' funds 28.1% 23.7%
Executive remuneration measuras
Total Compensation Expense” $ milions 3472 3,878 12%
Remuneration — Executive Key Management Personnel
{excluding Mr D.S. Clarke, Mr M.R.G. Johnson and Mr W.J. Moss)™ $ millions 156.1 124.7 (20%)
Remuneration excluding earnings on restricted profit share
- Executive Key Management Personnel (excluding
Mr D.S. Clarke, Mr M.R.G. Johnson and Mr W.J. Mass)™ $ millions 144.3 140.2 {3%)

* Refer Note 3 of the 2008 Financial Statements.
** Refer Appendix 2 below.

Most of the growth in the total compensation expense
in 2008 is due to higher aggregate fixed remuneration
resulting from a 31 per cent increase in staff numbers
over the last 12 months.

Variable remuneration has been relatively flat year on year
and total rermuneration for Executive Key Management
Personnel has decreased slightly. This reflects the capital
sensitivity of the remuneration arrangements, reflecting the
imponance of return on ordinary equity as a key driver in
determining the profit share pool, as described in section
3.2.1. NPAT grew by 23 per cent in 2008, whereas average
ordinary equity grew by 46 per cent, resulting in a decling
in return on ordinary equity to 23.7 per cent from 281 per
cent in 2007. However, this is still a very strong result.

In addition, remuneration cutcomes must also reflect
competitive considerations, especially given the intensity
of the competition for talented people in the financial
services industry.

Macquarie’s growth and transition from an Australian
institution growing internationally to a global institution
headquartered in Australia has meant that global labour
markets and the global remuneraticn environment play an
even bigger roe in Board decisions on remuneration.

Macquarie Group Limited 2008 Annual Report

In recent years, the remuneration environment has been
extremely competitive with aggressive headhunting activity
for high quality staff, and with international investment
banks, private equity firms and boutigue cperations
targeting Macquarie staff.

For most of Macquarig’s peers, 2007 was dramatically
different and substantially weaker with regard to
performance than recent years due to market disruptions.
As a result, some of Macquarie's global peers have
experienced recard losses.

Nonetheless, most investment banks and other major
financial institutions continue to provide healthy bonuses to
many staff. This reflects tight labour markets, the need to
retain talent, and the structuring of bonus arrangements
that are based cn individual or business performance
rather than that of the averall organisation.

One guideline used to evaluate overall remuneration fevels
is the organisation's compensation expense to income ratio
({compensation ratio). The compensation ratio is widely
used within the investment banking industry to broadly
review comparative remuneration levels. Howaver, it is

not the basis on which Macquarie’s profit share pool

is created.



Macquarie’s compensation ratio is compared with that of a group of international investment banking competitors in
the chart below. Given the recent turmoil in global financial services markets, information has been provided for the last

two years.

2007/2008 and 2006/2007

Compensation expenses as per cent of net income
Based on most recent statutory accounts/filings
2007/2008 ® 2006/2007 D

%

150
B

Major international
investment banking competitors*

Macquarie

Competitors comprise Babcock & Brown, Bear Steams, Credit Suisse {investment Banking Segment) , Deutsche
Bank, Goldman Sachs, Lehrman Brothers, Merrill Lynch, Morgan Stanley, and UBS.

Data in the chart has been calculated by Macquarie. Adjustments have been made in preparing the above chart where
considered to be appropriate. However, the information is, of necessity, based only on publicly available information for

the competitor firms.

The above chart shows that the Group's overall
remuneration level is within the same broad range as the
competitor group. Over time this has also been the case.

As noted above, while a number of global competitors’
2007 results have been impacted by the credit crisis,
remuneration levels across the firms remain strong, as

evidenced by some of the comparator compensation ratios.

This compensation ratio analysis supports the Group's
overall belief that its remuneration policies, including the
approach to determining the profit share pool, operate in
a manner which yields overall remuneration levels that are
broadly in line with peers.

As nated at the beginning of this section, competitor
comparisons are complicated by the fact that Macquarie
has a distinctive business mix. It is particulary difficutt to
find individuals who have similar responsibilities to
Macquarie executives and whose remuneration is
publicly disclosed.

It should be noted that, while the compensation ratio
effectively adjusts for differences in size between
organisations, it is not a perfect measure to usa in
assessing compensation levels because it does not take
into account factors such as:

—the impact of differences in the business mix between
comparator organisations;

-performance differences between organisations,
including such factors as capital usage and quality
of earnings;

—different accounting practices used by comparator
organisations; and

—the extent to which outsourcing is used.
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31 March 2008 continued

Just as the compensation ratio is a general guide to the reasonableness of overall remuneration levels, in a similar way, a
specific comparison of the level of equity/options usage can be made with the competitor group.

2007/2008 options/shares under equity plan as a

percentage of overall diluted capital

Based on most recent statutory accounts, public filings

%

40

35

30

25

Macquarie

Major international investment banking competitors®

- Competitors comprise Babcock & Brown, Bear Steams, Credit Suisse, Deutsche Bank, Goldman Sachs, Lehman

Brothers, Merrill Lynch, Morgan Stanley and UBS.

The above chart measures the number of outstanding
shares, options, or other equity instruments issued &s
equity-based remuneration as a proportion of total
ordinary equity {diluted for such options and other

equity instruments).

While the overall level of options on issue may seem high
relative to some other ASX listed companies, the Group's
options as a proportion of its capital is moderate relative to

its global competitors.

Macquarie Group Limited

2008 Annual Report

The Group's policy is to encourage alignment by providing
options to a very broad group of senior staff, rather than
confining grants to a small senior executive group. As at
31 March 2008, options outstanding are spread across
2,595 participants.

The size of individual options grants across this Group
allocated as part of annual performance reviews is
performance-based. As a result, it is highly variable.




3 Structuring remuneration to motivate staff:
remuneration framework

Macquarie's remunetation approach aims to drive
long-term shareholder returns by aligning the interests
of staff and shareholders and attracting and retaining high
quality peaple. This report discusses how Macquarie's
remuneration approach delivers these outcomes for
shareholders through:

1. focusing on appropriate chjectives;

2. achieving results;

3. structuring remuneration to motivate staff to create
shareholder value;

4, providing strong governance structures and
processes; and

5. recognising Non-Executive Directors for their role.

Macquarie's overall remuneration approach is underpinned
by a sophisticated and robust structure that ensures all
employees are working in the best interasts of the
organisation and shareholders over the longer term,

and are rewarded for what they achieve,

At the simplest level, the remuneration framework for
Macquarie's senior executives works because it is
structured to:

—emphasise performance-based remuneration over fixed
remuneration frefer section 3.1}

—link the quantum of an individual's annua! performance-
based remuneration to the individual's contribution to
shareholder retumn drivers {refer section 3.2); and

—deliver remuneration in a manner which ensures that
employees have a direct long-term alignment with
shareholder interests (refer section 3.3).

Executive Remuneration is defivered in three components:

—fixed remuneration, in the form of a base salary;

- performance-based remuneration, in the form of a profit
share allocation; and

- performance-based remuneration, in the form of options
over Macquarie Group Limited shares.

The specific structure of each of these three components,
as set out in the chart below, and their interaction with one
ancther supports the remuneration objectives outlined
above, as summarised in the Table titled “Link between the
remuneration principles and the remuneration
arrangements”. The remuneration framework has been
designed, and therefore needs to be evaluated, as an
integrated package.

The primary focus of this section is on Executive Director
remuneration, in particular Executive Committee members.
However, comments are made in relation to other staff
where relevant. The Group's Executive Committee has
responsibility for the management of the Macquarie Group
as delegated by the Macquarie Board, and is made up of a
central group comprising the Managing Director, Deputy
Managing Director, Head of Risk Management, the Chief
Financial Officer and heads of Macquarie’s major business
Groups. The current members of the Executive Committee
are identified in Appendix 1.
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31 March 2008 continued

The following diagram summarises the basic features of an Executive Director's remuneration.

Summary of remuneration structure for an Executive Director
The following table demonstrates the way that the remuneration structure has been designed to support the key
remuneration principles introduced in section 1.
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Link between the remuneration principles and the remuneration arrangements

Principle

Features of the remuneration system

1. There is an emphasis on
performance-based remuneration

Refer discussion in section 3.1

~Levels of fixed remuneration are relatively low

—Profit share allocations and option grants provide substantial incentives
for superior performance, but low or no participation for less
satisfactory performance

—Profit share allocations are highly variable

—Profit share allocations can comprise a high proportion of total remuneration
in the case of superior performance (approximately 98 per cent in the case of
Mr Moss)

2. Rewards are linked to shareholder
value thraugh the use of
sharehclder retumn drivers, namely
profitability and returns in excess of
the cost of capital

Refer discussior in section 3.2

—The overall profit share pool is determined as a function of net profit after tax
and aexcess refurn on ordinary equity

—The allocation of the pool to individual businesses is based primarily on relative
contribution to profits, taking into account capital usage

—Allocation to an individual is determined by individual performance and
contribution over the year, based primarily on cutcomes contributing to net

~ profit after tax and return on ordinary equity*

-Return on ordinary equity is used as a performance hurdle for Executive
Director options

3. Equity is used to provide rewards
partly in the form of shares and
options to create identification with
shareholder interests

Refer discussion in section 3.3

—Option allocations to Director level staff occurs at promotion and annually
{with performance hurdles for Executive Directors)

—-Executive Directors retained profit share is notionally invested in specialist
funds managed by the Macquarie Group

—Executive Directors are required to acquire and hold a minimum number of
shares calculated based on their profit share history (5 per cent of total profit
share over the last ten years for Executive Committee members and 5 per cent
of total profit share over the last five years for all other Executive Directors)

~For 2008 and onwards, a portion of Executive Committee members' annual
profit share will be allocated to invest in MGL shares

—Staff share plans are available to encourage broader staff equity participation

4. Retention mechanisms encourage
a long-term cormmitment 1o the
Group and hence to sharcholders

Refer discussion in section 3.3

—-20 per cent of Executive Diractor annual profit share is withheld and vests
equaliy between five and ten years of service as an Executive Director

~Time based vesting rules apply to options

5. Airangements provide consistency
over time to ensure staff have the
confidence that efforts over multiple
years will be rewarded

Refer discussion in section 3.3

—Group's remuneration approach has been in place since the Group was
founded with incremental changes over time as appropriate

6. Arrangements are competitive
on a global basis with the Group's
international peers

Refer discussion in section 2.3

~Board reviews remuneration arrangements at least annually to ensure that they
are equitable and competitive with peers

-Compensation ratio is used as a general guide to consideration of the overall
competitiveness of remuneration levels, but is not the basis on which the profit
share pool is created.

" Refer also commentary in section 3.2.1 in refation to staff who have fund responsibilities.

The remainder of section 3 discusses the remuneration structure and these individual components in greater detail.
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3.1 Emphasising performance-based remuneraticn
The foundation of Macqguarie's remuneration structure is
the emphasis on performance-based remuneration.

Fixed remuneration can be relatively low/modest compared
with similar roles in non-investment banking organisations,
particularly for Executive Directors. Fixed remuneraticn
generally includes cash salary as well as non-cash benefits,
primarily superannuation and nominated benefits including
those provided on a salary sacrifice basis (salary sactifice is
calculated on a total cost basis and includes any fringe-
benefit-tax charges related to employee benefits}).

The following charts summarise the overall remuneration
structure for the Managing Director and Chief Executive
Officer and Other Executive Committee members for 2007,
2008 and 2009, with the introduction of the new additional
equity components for Executive Committee members'
arrangements, and taking into account options, the long-
term and deferred elements are expected to total

over 55 per cent of the Managing Director and Chief

Composition of remuneration - Managing Director
and Chief Executive Cfficer

Options over MGL shares ! :

Minimum shareholding requirement/profit share

MGL shares D

Profit share - Macquarie-managed fund equity =
Profit share —cash m

Fixed remuneration ®

%

80

2008 2009 indicative

0 2007
{Mr A.E.Moss) (Mr A.E.Moss) (MrN.W.Moore)

Macquarie Group Limited 2003 Annua!l Report

Executive Officer's annual total compensation, and over
40 per cent of annual total compensation for other
Executive Directors, based on indicative numbers for 2008,
derived from 2008 actual remuneration, as detailed in the
footnotes to the charts below.

2008 is a transition year as the Group is modifying the

way that profit share is delivered to the Executive
Committee members. The charts below reflect the
changing structure of remuneration for the Chief Executive
QOfficer and other Executive Committee members, although
the 2009 data should be regarded as hypothetical. It has
been included te provide an indicative year-on-year
comparison. However, actual 2009 remuneration will
depend on 2009 performance.

Thus, remuneration arrangements have been structured
so that only a very small amount is fixed {approximately

2 per cent for the Chief Executive Officer and Managing
Director in the charts below), with the majority being at risk
and based on performance.

Composition of remuneration - other Executive
Committee members (average}

Options over MGL shares ©:

Minimum shareholding requirement/profit share
MGL shares O

Profit share — Macquarie-managed fund equity
Profit share - cash m

Fixed remuneration m

%

100
90 . H

2008 2009

indicative



Data has been prepared on the following bases and
assumptions:

—due to his retirement on 24 May 2008, Mr Moss will
not be required to allocate additional profit share to
invest in MGL shares;

—earnings on prior year restricted profit share
are excluded,;

—2007 excludes the three individuals who ceased executive
duties at the end of 2007 {to whom the minimum
shareholding guidelines applicable to Executive Directors
no longer applied);

—the minimum shareholding requirement/profit share
- MGL shares category:

- 2007 refers to the minimum shareholding
requirement, assuming that additional shares are
required to be purchased to meet the minimum
shareholding requirement;

— 2008 for Mr Moss refers to the minimum
shareholding requirement, assuming that additional
shares are required to be purchased to mest the
minimum shareholding requirement;

- 2008 for other Executive Commitiee members refers
to the allocation of profit share to invest in MGL
shares {these shares are eligible to meet the
minimum shargholding requirement and accordingly
are not shown separatelyy;

— 2009 refers to the allocation of profit share to invest
in MGL shares (these shares are eligible to meet the
minimum shareholding requirement and accordingly
are not shown separately);

—the 2008 disclosures are hypothetical, being based on
the 2008 remuneration numbers and have been adjusted
only to reflect the changes in remuneration arrangements
that were approved for Executive Committee members
during 2008;

- 2007 and 2008 option amounts are measured
consistently with the disclosures in the Executive
Remuneration table in Appendix 2;

~-the 2009 option amounts have been assumed to be the
same as 2008,

-the MGL shares have been calculated based on gross
profit share inctusive of employment on-costs.

In 2008, Mr Moss' fixed remuneration was $670,928, the
same as previous years, apart from very minor variations
over time in employment on-costs. In 2009, Mr Moore's
fixed remuneration will be the same as for 2008 in his
current role, that is $517,573, subject to future variations in
employment on-costs.
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3.2 Linking remuneration to the drivers of 3.21 Profit share arrangements - determination
shareholder returns and allocation

For most Executive Directors, the largest component of Overview of profit share amangements

their remuneration is delivered as an annual profit shere The profit share arrangements are designed to encourage
allocation, based on their performance over the year. superior performance by motivating executives to focus on
Macquarie's approach to measuring performance for the maximising earnings and return on ordinary equity, thereby
purpose of determining annual profit share is to utilise driving long-term, shareholder returns. A group-wide profit
financial performance measures which are known to be sharing pool is created at the corporate level. Substantial
drivers of long-term shareholder returns, being net profit incentives are offered in relation to superior profitability, but
after tax and return on ordinary equity. Executives have low or no participation for less satisfactory performance.

greater “line of sight” over these measures. In the short
term, share price fluctuations can be driven by a variety of
factors, including market sentiment, over which executives
may have very little control. Therefore, Total Shareholder
Retum (TSR), whether absolute or relative, is not regarded
as a satisfactory measure in assessing performance over

Determination of the profit share pool

The size of the pool is determined annually by reference to
the Group’s after-tax profits and its eamings over and
above the estimated cost of capital. A portion of the
Group's profits earned accrues to the staff profit share
poaol. Once the cost of equity capital is met, an additional

Just one year. portion of the excess profits is accrued to the profit share
Net profit after tax and return on ordinary equity were pool. The proportion of after-tax profit and the proportion
selected as the most appropriate performance measures of eamings in excess of the Group’s cost of equity capital
for the following reasons: used to calculate the pool are reviewed at least annually.

The cost of equity capital is also reviewed annually and has
been increased for both 2008 and 2009. Changes to the
methodology are reviewed by the Board Remuneration

- they provide an appropriate incentive because they are Committee and the Non-Executive Directors of the Board.
elements of performance over which the executives can

exercise considerable control;

—they are correlated over time with total
shareholder returns;

The Non-Executive Directors of the Board have discretions,

as follows:
-TSR, on the other hand, is influenced by many external

factors over which executives have limited control; and ~to change the quantum of the pool o reflect external

factors if deemed in the Group's and shareholders’
-net profit after tax and return on ordinary equity can both interests. Historically, the Board has made no material
be substantiated USing information that is dlSCIosed in a|terati0n to the quantum of the proﬁt share DOO', and
audited financial accounts, providing confidenca in the
integrity of the remuneration system from the perspective
of both shareholders and staff.

—to defer the payment of profit share amounts to a
subsequent year at a Group, business or individual level
where it is in the interests of the Group and shareholders

These two drivers motivate staff to expand existing to do so. The Non-Executive Directors of the Board have
businesses and establish promising new activities. The use  exercised their discretion in refation to deferrals for 2006,
of return on ordinary equity to measure excess retums, i.e. 2007 and 2008. In accordance with the Group's

return on ordinary equity relative to the cost of equity accounting policy, the deferred amounts are expensed in
capital, creates a particularly strong incentive for staff to the year in which the profits are generated.

ensure that capital is used efficiently. Therefore, the use of
these two measures in combination results in the right
outcomes for shareholders.

The whole of the profit sharing provision for a financial year
is charged against earnings in that year.

These drivers also feature prominently in the determination
and allocation of profit share, discussed helow. Return on
ordinary equity is also the measure enshrined in the
performance hurdle applicable to Executive Director
options {refer section 3.3.2.3).

74 Macquarie Group Limited 2008 Annual Report



Afiocation of the profit share pool The performance of staff whose role is not linked to profit

Allocation of the pool to businesses and, in turn, to contribution is measured according to criteria appropriate
individuals is based on performance, primarily reflecting to their position. Staff working in support areas may, for
relative contributions to profits while taking into account example, be rewarded on the basis of their contribution to
capital usage. the Group’s financial reporting, risk management

An individual's performance is measured primarily through processes or, information systems.

the performance appraisal process that requires all staff to The Board and management seek to ensure that

have at least one formal appraisal session with their remuneration for staff in prudential roles is determined in a
manager each year. way that preserves the independence of the function and
Performance criteria vary according to an individual's role. ~ Maintains the Group’s robust risk management framework.
Performance is linked where possible to outcomes that Arrangements are also in place to ensure that

contribute directly to net profit after tax and excess return performance-based remuneration is appropriately allocated
on ordinary equity. to the individuals who contributed to particular

transactions. Therefore, businesses may further recognise
cross-divisional contributions by allocating part of their
profit share pool to individuals in other areas of the Group
who have contributed strongly to their success.

For executives with specific fund responsibilities, the
performance of the relevant funds is important in
determining that individual’s profit share allocation.
For example, in the case of the Macquarie Capital
Funds business: In summary, profit share allocations to each individual

~the earnings of the business significantly contribute to generally refiects:

Macquarie Capital’s allocation of the profit share pool -Group-wide performance — which determines the size
which fund staff participate in. These eamings are of the overall profit share pool;

aligned to the performance of the funds through base
management fees and performance fees, which in the

case of the listed funds are both linked to the security
price perfarmance of the funds: ~their individual performance — which datermines their

own share of the profit share pool for that business.

~the performance cf their business ~ which determines
the profit share pool allocated to that business; and

—in evaluating each executive's contribution to determine

their individual profit share allocation, the performance of Profit share allocations to individuals are subject to
the fund or funds for which they are responsible, and in retention arrangements as discussed in section 3.3,
particular the underlying factors influencing fund Commentary on aliocation to the Managing Director
performance such as management and leadership, the In approving the profit share and option allocations to the
performance of the fund, and capital management are Managing Director, the Non-Executive Directors annually
considered; and assess the Managing Director’s performance by

—finally, In the case of Executive Directors with fund considering a range of indicators including financial
responsibilities (in particular Fund Chairman and CEO’s), performance measures, strategic intiatives, staff and
retained profit share amounts are notionally invested in huran relations indicators, prudential and compliance
the relevant funds, as discussed in section 3.3.1.1, giving performance, reputation management and monitoring,
these individuals a further ongoing incentive to seek to and community and social responsibility matters. After
grow the security price. 24 May 2008, when Mr Moore becomes Chief Executive

Officer, his performance will be assessed through the

Performance also takes into consideration how business is same process.

done. Superior parformance looks at a range of indicators ) _ .
that go beyond financial performance and include people Subject to performance, Mr Moss will be entltled to a final

|eadership and Uph0|d|ng Macquarie's Goals and Values, prOfIt share allocation for the periOd from 1 Aprll 2008 up to
the date of his retirement on 24 May 2008, the amount of

which will be determined when the results are finalised for
the half-year ending 30 September 2008.
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3.3 Emphasising direct alignment with long-term shareholder interests
The remuneration arrangements are also structured to deliver remuneration in a manner which ensures that employees
have a direct long-term alignment with shareholder interests through:

—retention arrangements which encourage long-term commitment to the Group and therefore to shareholders; and
-the use of equity-based remuneration.
A tailored approach is adopted to ensure that retention arrangements and equity-based remuneration is appropriate given

the seniority of the individual and their ability to influence results. This is summarised in the following table:

Aggregate Minimum

Delivery of Annual Profit: Shareholding
Number Share Allocation Requirement Options
of Individuals ({Refer section 3.3.1) (Refer section 3.3.1.3)  (Refer section 3.3.2)
Managing Director - 20 per cent retained for ten years and —Required to hold —Eligible for options with

and Chief Executive
Officer 1

notionally invested in Macquarie-
managed fund equity uncler the
DPS Plan

—From 2009, 35 per cent aflocated into
Macquarie shares for three years

-May voluntarily allocate aclditional profit
share into Macquarie shares under the
staff share plans

shares to the value of
at least 5 per cent of

total profit share over
the last ten years

a performance hurdle
based on three year
average returmn on
ordinary equity against
the 65th percentile of
the companies in the
S&P/ASX 100 Index

Other Executive
Committee
Members 8

—20 per cent retained for ten years and
notionally invested in Macquarie-
managed fund equity under the
DPS Plan

—10 per cent (20 per cent from 2009)
allocated into Macquarie shares for
three years

-May voluntarily allocate additional profit
share into Macquarie shares under the
staff share plans

Required to hold
shares to the value of
at least 5 per cent of
total profit share over
the last {en years

—Eligible for options with

a performance hurdle
based on three year
average return on
ordinary equity against
the B5th percentils of
the companies in the
S&P/ASX 100 Index

Other Executive
Directors 291

-20 per cent retained for ten years and
notionally invested, to varying degrees,
depending on role, in Macquarie-
managed fund equity uncler the DPS
Plan

Eligible Australian Executive Directors
may voluntarily allocate additional profit
share into Macguarie shares under the
staff share plans

Required to hold
shares to the value of
at least 5 per cent of
tatal profit share over
the last five years

—Eligible for options with

a performance hurdle
based on three year
average return on
ordinary equity against
the 50th percentitg of
the companies in the
S&P/ASX 100 Index

Division Directors/

—Retention of annual profit share amounts

above certain thresholds
—Eligible Australian staff meay voluntarily

allocate some profit share into Macquarie

shares under the staff share plans

—Eligible for options

Associate
Directors 2,264
Other Staff 10,543

—Retention of annual profit share amounts

above certain thresholds
- Eligible Australian staff may voluntarily

allocate some profit share into Macquarie

shares under the staff share plans
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Therefore, at the most senior level (the Executive
Committee members), direct alignment with long-term
shareholder interests is achieved by:

~retaining 20 per cent of each annual profit share
allecation into Macquarie-managed fund equity for
10 years, subject to forfeiture if a disqualifying
event oceurs;

‘ - allocating an additional portion of each annual profit
share allocation into Macquarie shares for at least
‘ three years;

—imposing an aggregate minimum shareholding

| requirement proportionate o an individual's ten year
profit share history; and

- granting options over Macquarie shares which vest in
three tranches over two, three and four years and are
subject to a performance hurdle based on Macquarie's
relative return on ordinary equity performance.

Executive Gommittee members may also voluntarily elect
to have a greater portion of their profit share allocated into
Macqguarie shares under the staff share plans.

From a retention perspective, these various arrangements
are designed to interact with one another, for example
options vest over two to four years and the retained
amounts under the Directors Profit Share Plan vest over
five to ten years. The vesting continuum for a new
Executive Director can be represented as follows:

Cne-third One-third One-third ~ Option

Options granted vests™  wvests™  vests®  expiry™
oh promotion to l l
Executive Director
One-sixth
One-sixth One-sixth One-sixth One-sixth One-sixth vests and
vasts but vests but vests but vests but vests but retained
Director’s profit not paid not paid not paid not paid not paid amount
share entitement out out out out out paid out*”
Year1 Year2 Year3 Year4 Year5 Year6 Year7 Year8 Year9 Year 10

" Vesting of options is also subject to satisfaction of the
retevant performance hurdle.

** Options expire five years after grant if not exercised
earlier.

If an Executive Director leaves prior to the end of the
ten year period then any vested retained amounts may
be paid out earlier subject to a determination as to
whether any disqualifying events have occurred
{refer section 3.3.1.1).

ek

These arangements are explored in the remainder
of section 3.3.

There are some overarching rules applicable to equity-
based remuneration;

—the following cannot be hedged:
- shares held to satisfy the minimum shareholding
requirement;
- shares held under the Executive Committee share
acquisition plan; and
— unvested options.

—all shares and options must be dealt with in accordance
with the Trading Policy, which is available on Macquarie's
website, including that trading must be conducted within
designated windows.

All Executive Committee members and Voting Directors
are required to at least annually disclose their financing
arrangements relating to their Macquarie securities to the
Chairman via the Company Secretary.

More generally, long-term alignment is encouraged through
the emphasis on a degree of consistency over time in
remuneration arrangements. Many initiatives on which staff
work can take a long time—sometimes years—to come to
fruition. Because the remuneration system is outcomes
driven, profit share aliocations for transactions and
business development activities that are “in progress™ are
low. Staff must, therefore, have confidence that when a
transaction is completed potentially some years later, the
remuneration system will recognise successful outcomes
in the way the staff member anticipated at the outset of the
transaction. This requires consistency over time.

Macquarie has been successful over a long period in
building new businesses. The long-term view taken by
staff reflects their confidence in the consistency of the
remuneration approach.

Such consistency has been achieved by incremental
changse, without the need for dramatic adjustments to
remuneration policies in any one year,
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3.3.1 Profit share arrangements - delivery of profit share allocations
The treatment of profit share allocations to Executive Committee members has been moedified during 2008, with
enhancements to the use of equity-based compensation transitioning in during 2008 and 2009.

The following table sets out the way that each annual profit share allocation will be delivered to the Managing Director
and Chief Executive Officer and other Executive Committee members in 2008 and 2009 comparad with 2007.

Managing Director and

Other Executive

% Allocations Refarence Chief Executive Officer* Commitiee Members
2007 2008 2009 2007 2008 2009

Annual profit share aflocation

split as follows:

Retained under the DPS Plan Section 3.3.1.1 20 20 20 20 20 20

Allocated to MGL Shares™ Section 3.3.1.2 - 10 35 - 10 20

Otherwise available™* 80 70 45 80 70 60

Total 100 100 100 100 100 100

* References to the Managing Director and Chief Executive Officer refer to the new Managing Director and Chief Executive
Officer. The modifications noted here do not apply to the current Managing Director and Chief Executive Officer given his

planned retirement.
* Subject to Minimum shareholding requirement.

**Eligible Australian Executive Directors have the opportunity to voluntarily invest additional amounts in equity from this
remaining component, for example by electing to invest in MGL shares pursuant to the Macquarie Group Staff Share

Acquisition Plan.

3.3.1.1 Retention under the Directors’ Profit Share
(DPS} Flan

The DPS Plan is a fundamental tool in the Group’s
retention and alignment strategies, encompassing both
long-term retention arrangements and equity hotding
requirements. Under the DPS Plan, 20 per cent of ezch
Executive Director’s annual gross cash incentive is
withheld and is subject to restrictions.

The amounts retained under the DPS Plan begin to
vest after five years of service as an Executive Director
and fully vest after 10 years. Vested amounts are then
released to an Executive Director at the earliest of the
Executive Director's ceasing employment or the end of
a 10 year period.

Assuming continued employment with the Group, a rolling
10 year retention always exists e.g. amounts retainec in
year 1 will be released in year 11, amourts retained in year
2 wili be released in year 12, and so on.

Forfeiture rules

The retained amounts are subject to forfeiture should a
disqualifying event occur, An Executive Director will not be
entitled to any of their retained DPS {or any future notional
income or capital growth on their retained OPS) if the
Board or the Executive Committee, in its absolute
discretion, determines that the Executive has:

—committed an act of dishonesty; or
-committed a significant and wilful breach of duty that
causes significant damage to the Group; or
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~left employment with the Group to join a competitor of
the Group; or

—taken a team of staff to a competitor or been
instrumental in causing a team to go to a competitor.

Notional investment

The retained amounts for Executive Directors are notionally
invested over the retention period. This investment is
described as “notional” because the Executive Directors
do not directly hold securities in relation to this investment.
However, the value of the retained amounts will vary as if
these amounts were directly invested in actual securities,
giving the Executive Directors an effective economic
exposure to the performance of the securities.

The Executive Committee makes an annual determination
as to how each Executive Director's retained DPS for that
year should be notionally invested by the Group. In making
this determination, the Executive Committee takes into
account the recommendations of the relevant Group
Heads and applies the following general principles that
were established by the Board Remuneration Committea
in 2006 under a delegation from the Board:

—retained DPS for Executive Directors who are involved in
the management of a particular fund (e.g. the CEO of a
fund), will be 100 per cent notionally invested in the fund;

- retained DPS for Executive Directors who are involved
more generally in the management of one of Macquarie's
funds businesses, including certain Group Heads, will be
100 per cent notionally invested in a portfolio of funds
managed by that particular business;




-retained DPS for other Executive Committee members
wilt be 100 per cent notionally invested in a general
portfolio of specialist funds managed by the Group,

—retained OPS for Executive Directors who provide other
services to particular funds businesses (g.g. adviscry
services), will be 100 per cent notionally invested in
a portfolio of funds managed by that particular
business; and

-retained DPS for all other Executive Directors will be
notionally invested in a general portfolio comprising a mix
of cash and equity investments in various specialist
funds managed by the Group.

Notional returns on these amounts may be paid annually to
Executive Directors, and these amounts are required to be
disclosed as rernuneration for Key Management Personnel.

Former Directors' Profit Share arrangements

The DPS Plan replaced the DPS Trust Scheme which
operated from 1998 to 2004. Under the former DPS Trust
Schemes, the retention arrangements operated on a post-
tax basis and Executive Directors were required to hold
Group shares within the Scheme. Al balances held under
the former DPS Trust Scheme are being transitioned to the
DPS Plan under transitional arrangements which ensure
the required balances are retained.

3.3.1.2 Additional arrangements for Executive

Comrmittea members

To further enhance the leve! of alignment with shareholders,
remuneration: arrangements for Executive Committee
members were changed in 2008 to reflect a larger portion
of the annual profit share being allocated to invest in
Macquarie Group Limited shares for at least three years,
rather than being otherwise avallable.

For Executive Committee members {except for the

current Managing Director and Chief Executive Officer

who is retiring in May 2008}, this element will comprise

10 per cent pre-tax of annual profit share for 2008. In 2008,
this will rise to 35 per cent pre-tax for the Managing
Director and Chief Executive Officer and 20 per cent pre-
tax for other Executive Committee members.

The shares will be acquired under, or issued via, a
dedicated sub-plan of the Macquarie Group Staff Share
Acquisition Plan (MGSSAP) at prevailing market prices.
The MGSSAP is discussed in section 3.3.1.4.

The shares will be held in the plan for three years although
the executive may elect to leave the shares in the plan for
up to 10 years. Executive Committee members are not
permitted to hedge their interests in these shares,

In 2008, new sharas will be issued under these
arrangements in relation to alt Executive Committee
members, except Mr Nicholas Moore. in 2008, Mr Moore's
shares under these arrangements will be acquired on-
market.

This additional profit share component relates to services
already performed by the individuals, and would otherwise
have been paid out as cash, hence no additional
performance conditions have been imposed. However,
the individuals will be at full risk on the value of the

shares granted and the shares will be subject to forfeiture
in circumstances including dismissal with cause, thett,
fraud or defalcation, or bringing any Macquarie Group
entity into disrepute.

3.3.1.3 Minimum shareholding requirement for
Executive Directors

The DPS Plan also imposes on Executive Directors a
requirement to hold MGL shares equivalent to the
aggregate of 5 per cent (being the deemed after-tax
equivalent of 10 per cent) of their annual gross DPS
allocation for the past five years {for the wider Executive
Director population) or ten years (for Executive
Committee members).

These shares cannot be hedged.

For Executive Committee members, MGL shares delivered
through the profit share arrangements described in section
3.3.1.2 above are eligible to meet this requirement.

3.3.1.4 Staff share plans: encouraging broader staff

equity participation

In addition to the arrangements already outlined, the Group
has a number of employee share plans that encourage
share ownership by providing concessional tax treatment
for shares acquired by employees under the plans.

Staff share acquisition plan

Under the Macquarie Group Staff Share Acquisition Plan
{MGSSAP), eligibte employees in Australia are given the
opportunity to nominate an amount of their pre-tax
available profit share to acquire fully paid ordinary Group
shares. The MGSSAP was adopted by the Group on the
corporate restructure in November 2007 and substantially
replicates the terms of the Macquarie Bank Staff Share
Acquisition Plan (MBSSAP) which was approved by MBL
sharehelders in 1399, The MGSSAP was modified recently
to include the ability to issue new shares as an alternative
o acquiring existing shares on-market, at the option of the
Group. In 2008, most participation will be in the form of
newly issued shares as this mechanism can provide better
price certainty to staff and, hence, improve the level of staff
participation and engagement. Any applicable brokerage,
workers' compensation premiums and payroll tax are to
the employee's account.

Shares held in the MGSSAP will be withdrawn on the
earlier of:

-an employee’s resignation from the Group or a related
company,

—a request by the employee (after the expiration of the
non-disposal period); and

~ten years from the date that the shares are registered in
an employee's name.
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Shares held via the MGSSAP may be forfeited if an
employee is dismissed with cause, commits fraud or theft
or otherwise brings the Group into disrepute.

In all other respects, shares rank equally with all other fully
paid ordinary shares then on issue.

In 2007, 852 eligible Australian employees elected to
participate in the MBSSAP using their 2007 profit share
allocations. 313,615 shares were allotted in July 2007.

Employee share plan

The Macquarie Group Employee Share Plan (ESP)
substantially replicates the terms of the Macquarie Bank
Employee Share Plan which was approved by the Bank's
shareholders in 1997. Eligible employees in Australia are
offered up to $1,000 worth of fully paid ordinary Group
shares funded from pre-tax available profit share.

Shares issued under the ESP cannot be sold until tha
earlier of three years after issue or the time when the
participant is no longer employed by the Group or a
subsidiary of the Group. In all other respects, shares
issued rank equally with all other fully paid ordinary shares
then on issue.

The number of shares each participant receives is $1,000
divided by the weighted average price at which the Group's
shares are traded on the ASX on the seven days up to and
including the date of allotment, rounded down ta the
nearest whole share.

In 2008, 1,735 eligible Australian employees elected to
participate in the ESP (2007: 1,664).

3.3.2 Options

The use of equity, including options, is common market
practice in investment banking for senior executive
remuneration 1o ensure a strong motivation exists to
increase the share price.

Options are allocated to new Directors to give them
immediate exposure when they join the Group or are
promoted to a new Director level. Options are also
allocated annually in recognition of performance.

Options perform a number of critical functions:

-they are a reward for past performance, being a key
component of “at risk” annual remuneration — they are
allocated each year to Director level staff in recognition
of performance;

—they provide a long-term equity incentive by encouraging
Director level staff to contribute to the Group's
activities in a way that should collectively lead to share
price appreciation, which is a direct benefit to
shareholders; and

-they encourage retention of Director level staff over the
relevant service period, with annual allocations ensuring
that Directors generally have a number of unvested
options at a point in time.
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The fact that Macquarie only issues options with an
exercise price set at the prevailing market price means
that increased shareholder wealth is required for options
to have any value to the executive. Therefore, unlike other
arrangements such as performance rights/shares, options
are only valuable if the share price rises above the
prevaiting market price at the time of the grant.

Over and above the performance hurdles, the exercise
price, therefore, acts as an embedded share price hurdle
(being the price which must be paid to exercise the option).

Options are also allocated to staff on promotion to the
various Director levels, and to new recruits at each of these
Director levels, with the number allocated depending on
the Director level.

The options are five year options issued for no
consideration with an exercise price set at the prevailing
market price on grant, and can be exercised after two,
three and four years.

Options granted to Executive Directors are subject to a
performance condition which must be satisfied for the
options to be exercised. In contrast to this approach,
most of the Group’s overseas competitors do not have
performance hurdles attached to their long-term incentive
plans, including their option schemes.

As has been the case for several years, the performance
hurdle requires that the Group’s three year average retum
on ordinary equity exceeds the three year average retun
on ordinary equity at a certain percentile level of a
reference group of companies. This hurdle operates in
addition to both the time vesting rules and the embedded
share price hurdle.

As explained further below, the Group believes that its
overall performance should be judged against other major
ASX-listed companies, hence it uses the constituents of

a relevant S&P/ASX index as the reference group for the
performance hurdle, as explained in Section 3.3.2.3.

Executive Directors are forbidden from hedging
unvested options.

3.3.2.1 Determination and afiocation of the options pool
The Beard approves the annual maximum number

of options to be allocated each year as part of the

annual remuneration review process. This determination
has regard to the limits on the number of options that may
be on issue at any point in time and the overall
remuneration policies.

The majority of these options are allocated to individual
executives in broadly the same manner as annual profit
share alfocations (refer section 3.2.1), i.e. it is performance
based. The share utilisation chart in section 2.3
demonstrates that the total use of options is well within
the normal range for the peer group.



3.3.2.2 General terms of option arrangements

The Plan

Plan Macquarie Group Employee Share Option Ptan (MGESOP)

History The Macquarie Group has had an employee option plan in place since 1995, with only minor
amendments to the Plan rules being made over that tima. The MGESOP was established by
Macquarie Group Limited with substantially the same terms as the predecessor plan, the
Macquarie Bank Employee Share Option Plan, administered by Macquarie Bank Limited

Eligible staff Associate Director, Division Director and Executive Director

Number of participants 2,585 as at 31 March 2008 (2007: 2,099)

Key Option Terms

Optlons over Fully paid unissued ordinary shares in Macquarie Group Limited

Term of options Five years

Consideration Nil

Exercise price Set at the prevailing market price: the exercise price will generally be the weighted average

price of shares traded on ASX during one week up to and including the date of grant of the
Options {adjusted for cum-dividend trading and excluding certain special trades)

Vesting schedule Options vest progressively over time, with similar rules applying to new starters and existing
employees as follows:

— for new starters, cptions vest in three tranches as tc one third of each grant after the second,
third and fourth anniversaries of the date of commencement of employment; and

- for existing employees, options vest in three tranches as to one third of each grant on 1 July
two, three and four years after the allocation of the options

in other words, the average option vesting period is three years

However, vested options can only be exercised by Executive Directors if the relevant
performance condition is also satisfied (refer section 3.3.2.3)

Hedging Executive Directors are not permitted to hedge unvested options. Executive Directors are
permitted {0 hedge options which have previously vested because the minimum service period
and relevant performance hurdles, as described in this section have been satisfied
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3.3.2.3 Performance hurdles for Executive Director ootions
Description of performance hurdles for Executive Director options

Applicability Performance conditions ere imposed as summarised below on options granted to

Executive Directors
Description of The performance hurdle requires that the Group's three year average return on ordinary equity
performance hurdle exceeds the three year average retum on ordinary equity of a reference group of companies at

a certain percentile level. This hurdle operates in addition to both the vesting rules and the
embedded share price hurdle

Basis of hurdle Macquarie’s three year average return on ordinary equity versus companies in a
Reference Index

Rationale:
Refer to section 3.2 for the rationale behind the use of return on ordinary equity as a critical
shareholder return driver

Reference index S8P/ASX 100 Index (note that the S&P/ASX 300 Industrials Index was used for options granted
prior to June 2006)

Rationale:

- The S&P/ASX 300 Industrials Index was initially chosen since the Group has few, if any,
direct comparables and the S&P/ASX 300 Industrials Index is a widely recognised index of
Australian larger listed companies

- The change to a narrower group of companies, the S&P/ASX 100 Index, is in recognition of
the increase in the Group's market capitalisation

- The choice of this Reference Index reflects investor feedback and recognises that the Group
is an Australian company and its performance should be judged against other major listed
Australian companies

- On this basis, the independent remuneration consultant concluded that the Reference Index
was appropriate

— If the Group wished to benchmark against a peer group, it would be very difficult to compile
a comparator group of meaningful size of individually listed organisations with a sufficiently
similar business mix

- Such an index would likely comprise fewer than ten peers given that few, if any, organisations
provide a close comparahle to the Group in terms of important factors such as business mix.
Different accounting practices globally would also impact the comparability of information
between organisations

— The independent remuneration consultant noted similar drawbacks to such an approach

— The ASX Indices represerit a well-known and third party produced index, and therefore
comprise a more objective measure than would be the case for any subjectively-compiled
peer group

- The Group’s performance against both these ASX indices and other major intermational
investment banks has been strong {refer table below)
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Performance level
required to meet hurdle

For Executive Committee members, above the 65th percentile was chosen as it was
considered a chaflenging medium to tong-term target, noting that if the hurdle is not met,
none of the relevant options are able to be exercised

Rationale:

Being a three year average return on ordinary equity measure, the Group's performance hurdle
rewards sustained strong performance and is relatively well insulated from short-term
fluctuations. The Group, therefore, believes that it is appropriate for 100 per cent of the relevant
options award to vest on satisfaction of the hurdle

The conditions imposed on options issued to Executive Directors who are not members of the
Group's Executive Committee or the Board are identical to those summarised in the table
above, with the exception that the hurdle is the 50th percentile rather than the 65th percentile.
This reflects the fact that these Executive Directors have less capacity to influence the Group's
overall results and, individually, have less influence over the level of the Group's capital

Note that from mid-2002 to November 2004, the performance level required to satisfy the
hurdle for Executive Committee members was “at or above the 65th percentile” rather than
“above the 65th percentile”

Application of retesting

No retesting for option grants has applied since June 2006. The performance hurdle is tested
once only (at time of vesting). Prior to June 2008, the performance hurdle was retested on a
quarterly basis until expiry

Calculation
methodelogy

In assessing whether the Group’s performance is above these hurdles, the Group obtains data
from external sources and, where reguired, supplements this with data published by the
individual companies. The percentile ranking of the Group based on the three year average
annual return on ordinary equity against all companies in the applicable reference index is then
determined quarterly. This method of assessment was selected because the data is readily
available and easily computed

This hurdle is challenging. The hurdle is tougher when the reference group is the ASX 100 companies rather than using
an international peer group. However, Macquarie's performance has been strong against both the relevant ASX indices
and the international investment banking competitors. This shows that, of the international investment banking peers:

—only two of the cormpetitors have a three year average ROE higher than Macquarie
—-only two of the competitors would have met the performance hurdle that applies to the options of Macquarie’s Executive

Committee members

Macquarie's performance against options hurdles reference groups and peer group

Three year average return
on ordinary equity as at 31 March 2008

%
Macquarie Group Limited 258
SE&P/ASX 100 Index - 65th percentile (curent hurdle) 241
S&P/ASX 300 Industrials Index - 85th percentile {previous hurdie) 217
International Investment Banking Peers — 65th percentile 19.7
International investment Banking Peers — average 18.8

* This three year average is based on the Group's 2008, 2007 and 2008 resuits. The performance hurdle test is actually
applied as at the end of each calendar quarter in relation to the upcoming quarter, As at the last measurement date,
31 March 2008, the Group's most recent three year return on ordinary equity data was in relation to its 2005, 2006 and
2007 results (an average of 27.5 per cent) and this data was used in determining whether the performance hurdle had
been satisfied in relation to Executive Director options due to vest in the period 1 April 2008 to 30 June 2008 inclusive.
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3.4 No special contractual termination payments
The following table summarises key features of the employment contracts for Executive Committee members and
Executive Voting Directors:

Length of contract

Permanent open ended

Remuneration review
period

1 April - 31 March annually

Directors' profit share
participation

All Executive Directors are eligible to participate in the Directors' Profit Share (DPS) Plan, referred
to in section 3.3.1.1 above, which ensures that a large part of their remuneration is ‘at risk’. The
Rules of the DPS Plan are et out in the internal *Macquarie Group Limited Executive Directors’
Remuneration’ booklets. Upon retirement from Macquarie, Executive Directors may be entitled
to the vested retained DPS held under the Plan provided that it is determined that no
disqualifying events have occurred

Option participation

All Executive Directors are eligible to participate in five year options over ordinary unissued
Macquarie Group Limited shares, under the terms described in section 3.3.2. Subject to
discretions able to be exercised by the Board or its delegates, on termination from Macquarie,
Executive Directars are entitled to retain those options which have vested at the termination date

Termination of
employment

Termination of employment by Macquarie or the executive requires four weeks notice”

* In Australia, executives given notice by Macquarie may receive an additional week's notice where they are over 45 years
of age and have more than two years' continuous service.

Subject to minor variations arising from local employment and other laws in the jurisdictions in which Macquarie operates,
the same contractual arrangements generally apply o all executives at Exacutive Director level.

Contractually, Executive Directors who leave Macquarie are eligible to receive vested retained profit share {subject to there
being no disqualitying event in the period of up to six months following the departure), may retain any vested but
unexercised options (which will lapse if they are not exercised in the six months following departure). Depending on the
jurisdiction, they may also receive a payment in lieu of any accrued but untaken leave and entitlements. Aside from notice
{for which a payment or part payment may be made in lieu of being required to work the notice), no other contractual
termination entitlements exist.
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4 Providing strong governance structures and
processes: oversight of remuneration

Macquarie’s remuneration approach aims 1o drive
long-term shareholder returns by aligning the interests
of staff and shareholders and attracting and retaining high
quality people. This report discusses how Macquarie’s
remuneration approach delivers these outcomes for
shareholders through:

1. focusing on appropriate objectives;

2. achieving results;

3. structuring remuneration to motivate staff to create
shareholder value;

4. providing strong govemance structures and
processes; and

5. recognising Non-Executive Directors for their role.

4.1 Strong Board oversight to ensure sound overall
remuneration governance

The Board of Directors has oversight of the Group’s
remuneration arrangements. The Board has established

a Board Remuneration Committee whose objective is to
assist the Group Board and the Board of Macquarie Bank
Limited {the Bank), a key operating subsidiary, with the
Group's remuneration policies and practices.

In line with the normal periodic rotation of Board committee
responsibitities, the composition of the Committee changed
during the year. The Committes currently comprises four
Non-Executive Directors, a majority of whom are
Independent, including the Committee Chairman:

Heten Nugent Committee Chairman Non-Executive
Diractor

Non-Executive
Chairman

David Clarke Committes Member

Non-Executive
Director

John Niland  Committee Member

Non-Executive
Director

Peter Warne  Committee Member

The Committee has a regular meeting cycle and holds
additional meetings as needed. The Committee met seven
times over the last financial year with all memnbers in
attendance at each meeting, except that the Non-Executive
Chairman of the Board did not attend one meeting relating
solely to his own remuneration, in fine with Macquarie's
processes for managing conflict.

The responsibilities of the Committee are set out in a formal
charter which is available on the Group's website. Board
oversight of the approval framework for remuneration
recommendations can be summarised as follows:

The Non-Executive Directors of the Boards of
Macquarie and the Bank, as appropriate, approve
the following on the recommendation of the Board
Remuneration Committee:

—all individual remuneration/profit share recommendations
for members of the respective Executive Committees
and other Executive Voting Directors (including the
Managing Director);

—all individual performance aption grants to members of
the respective Executive Committees, with the proviso
that grants to Executive Voting Directors (including the
Managing Directer) must be approved by shareholders
at the Annual General Mesting;

- other remuneration recommendations relating to
individuals or groups of individuals which are disclosed
or are significant because of their sensitivity or precedent
implications; and

-the continued application of the profit share
methodology.

Subject to the appropriate management of conflict of
interest issues, the Macquarie Board of Directors
approve the following on the recommendation of the
Board Remuneration Committee:

—material changes to the recruitment, retention and
termination policies and procedures for Macquarie’s
senior management team (Executive Committee and
other Group Heads),

-recommendations relating to the remuneration
framework for Macquarie, including in relation to the
Non-Executive Directors of Macquarie and the Bank;

—appropriate levels of delegated responsibility from
Macquarie's Board fo management for remuneration-
related policy and practice decisions;

—remuneration recommendations relating to Non-
Executive Directors of Macquarie and the Bank;

-other material changes to remuneration policies; and

-determination of the total option pocl available for annual
performance/promotion grants to staff,

The Board Remuneration Committee approves the
following matters on behalf of the Macquarie Board:

-changes to the recruitment, retention and termination
policies and procedures for Macquarie’s senior
management team {Executive Committee and other
Group Heads) not requiring Macquarie Board approval;

-material changes to superannuation/pension
arrangements; and

—other changes to remuneration policies not requiring
Macquarie Board approval.
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The Board Remuneration Committee approves the
following matters on behalf of both the Macquarie
Board and the Bank's Board:

-all individual remuneration/profit share recommendations
for Executive Directors, other than those required to be
approved by the Non-Executive Directors of the Macquarie
and Bank’s Board as noted above;

—remuneration recommendations made outside of
policy relating to individuals or groups of individuals
{unless required to be approved by the Board);

—all individuat promotior/performance options grants to staff
other than those designated above; and

—the specific notional portfolio allocations of retained Dinzctors’
Profit Share amounts for individual Executive Directors.

Board oversight of remuneration decisions

The Board Remuneration Committee also has the authority
to menitor the implementation of the executive remuneration
policy, including an annual review of compliance with the
Executive Director minimum shareholding requirements.

The Board has adopted internal guidelines on declaring
and dealing with conflicts of interest. These are rigidly
followed by the Committee.

This remuneration governance framework ensures that
remuneration recommendations relating to staff at varicus
levels of seniority must be approved at an appropriate level
of authority.

The following diagram highlights the Board's involvement
with critical remuneration decisicns through the annual
remuneration cycle.

Approvals

- Changes to profit share methodology
reviewed by BRC and approved by
Non-Executive Directors of the Board

Board dpprove:

- Non-E)i}cu!ive Directors of the

- Total { ption pool available for
annu?l perfarmance/promotion
grant:a to staff

- The continued application of the
profit|share methodology

= The Board Remuneration

Committee approves the calculation

of the final profit share pool based on

application of the methodology

- Non-Executive Directors of the

Board approve:

- All individual profit share
recommendations for Executive
Committee members and other
Executive Voting Directors

- All individual performance
options grants to Executive
Commitiee members®

- The Board Remuneration

Committee approves:

- All individual promotion/
performance options grants lo staff
other than those designated above

- All individual profit share
recommendations for Executive
Directors other than those required
to be approved by the Board as
noted above

et aEiessgy - | —»

B HE -
—» R Allece

- Profit share methodology

reviewed at least annually is detel

~ Size of[the profit share pool
mined annually by reference

- Primary basis for allocating the
profit sharing and options poal

including the proportion of
after-tax profit and the
proportion of eamings in excess
of the Group's cost of capital

to the Group’s after-tax profits and
its earﬁings over and above the
estimated cost of capital

«~ These are the two key drivers of
sharehplder value

- Options pool determined annually
havingjregard to the limits on the
number of options that may be on
issue ? any point in time and

to business areas is based on
the business’s relative
contribution to profits taking into
account capital usage

- Allocations to individuals are based
on their performance™

- Performance criteria vary depending
on an individual's role but are linked
where possible to outcomes that
contribute directly to NPAT and ROE

that are used to calculate the
profit share pool

remuneration strategy generally

* On the proviso that grants to Executive Voting Directors {including the Managing Director) must be approved by
shareholders at the Annual General Meeting.
** Refer also to the commentary in section 3.2.1 in relation to staff who have fund responsibilities.
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4.2 Independent remuneration review

The Board Remuneration Committee has access o
senior management of the Group and obtains the advice
of external consultants on the appropriateness of
remuneration packages and other employment conditions
as required.

During 2008, the Board Remuneration Committee,

on behalf of the Non-Executive Directors of the Group,
commissioned an independent review of Executive Director
remuneration from a US office of the global remuneration
consultants, Towers Perrin. The review considered the
overall approach to remuneration, the extent of alignment
with shareholder interests and a comparison of individua!
remuneration for senior executives where relevant
competitor information was available,

Findings from the review include that:

—Macquarie has used essentially the same remuneration
system since the Group's founding;

—the abjectives on which Macquarie’s remuneration
systemn are built are similar to those cited in cther leading
global investment banks;

—Macquarie's remuneration system:

- has assisted Macquarie's top-of-market total
shareholder return, superior return on equity results
and steltar earnings growth over the past decade;

- has helped ensure that pay and performance are
linked tightly; and

- has several means to align executive reward and
shareholder value creation;

—Macquarie’s remuneration governance process is
fairty similar to that in place at Macquarie's peer US
investment banks;

~Macquarie's remuneration components support its
remuneration principles and are very much in line with
practices at peer global investment banks, including that:

— fixed remuneration is modest relative to total
compensation, the bulk of which is delivered through
variable means {annual and long-term incentives);

- Macquarie's annual profit share is based on profit
and return on equity,

- individual profit share awards to executives ara highly
differentiated by individual contribution and results;

- a meaningful portion of profit share is invested in equity
and withheld for several years;

- executives must maintain an equity stake in the
company;

— equity-based compensation (in the form of MGL
options) is used as a long-term incentive for executives;

- Macquarie imposes a long vesting period on the
partion of profit share deferred into Group funds, which
is akin to the practice of several US investment banks
and financial institutions that imposes long-term sale
restrictions on bonus that is deferred into shares;

—-Macquarie's deferred profit share arrangements impose
a longer vesting period than most of its international
investment banking competitors;

—Macquarie uses performance hurdles on its options for
Executive Directors whereas typical US practice is sither
to have options vest sclely after the fulfilment of service
requirements, or to use restricted shares which also
typically vest solely based on service;

~Macquarie's total remuneration as a percent of income is
in the lower half relative to investment bank peers; and

—additionally, Macquarie's remuneration ratios are
meaningfully lower than many peers who had weak
2007 performance years.

An external review of Non-Executive Directors'
remuneration was also commissioned in early 2008
from Mercer (refer section 5.2 for details).
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5 Recognising Non-Executive Directors for their role
Macquarie's remuneration approach aims to drive
long-term shareholder retums by aligning the interests
of staff and shareholders and attracting and retaining high
guality people. This report discusses how Macquarig’s
remuneration approach delivers these cutcomes for
shareholders through:

1. focusing on appropriate objectives;

2. achieving resullts;

3. structuring remuneration to motivate staff to create
shareholder value;

4. providing strong governance structures and
processes; and

5. recognising Non-Executive Directors for their role.

Finally, Macquarie's remuneration approach ensures that
the Non-Executive Directors are appropriately recognised
for their role in providing good governance. Reflecting this
different focus, the remuneration arrangements applicable
to Non-Executive Directors, as outlined in this section, are
different from the arrangements applicable to executives.

5.1 Non-Executive Director remuneration policy
Macquarie’s Non-Executive Director remuneration policy
is focused on the overall objective of ensuring that Non-
Executive Directors are recognised appropriately for
providing good overall governance. This objective is
achieved by;

{8) Setting Board and Committee fees at a level to ensure that
Non-Executive Directors are remunerated in line with
market rates for relevant Australian financial organisations
for the time commitment and responsibilities involved;

{p} Delivering these fees in a form that is not in any
way contingent on Macquarie's performance;

(c) Requiring Non-Executive Directors to have a meaningful
direct shareholding in Macquarie, and making available a
similar share plan as is available to eligible Australian staff
to allow Non-Executive Directors to allocate a portion of
their Board and Committee fees into Macquarie equity; and

(d) Not providing termination or retirement benefits other than
payments relating to their accrued superannuation
contributions comprising part of their remuneration

Thus, Macguarie's Non-Executive Director remuneration
arrangements are structured quite differently from the
exacutive remuneration arrangements. Executive Directors
are not remunerated for acting as Voting Directors.
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All Voting Directors are required to at least annually
disclose their financing arrangements relating to
their Macquarie securities to the Chairman via the
Company Secretary.

All Non-Executive Directors of Macquarie Group Limited
are also Non-Executive Directors of Macquarie Bank
Limited, a key operating subsidiary. This policy govems
the Non-Executive Directors of both MGL and MBL

in aggregate.

5.2 Board and Committee fees

Non-Executive Directors are remunerated via Board and
Committee fees in line with market rates for relevant
Australian financial organisations for the time commitrnent
and responsibilities invotved. These fees are raviewed
annually on the basis of a comparison to market rates.
An external review is conducted periodically both as
verification of the market comparison and also to provide
observations concemning the continuing validity of

the methodology.

Such an external review was commissicned and
conducted in early 2008 to ensure that the Non-Executive
Directors' remuneration was in line with the relevant
benchmark organisations and 1o ensure that the
methodology and framework employed was appropriate.
The review was conducted by Mercer. The Board of
Directors critically evaluated the analyses and the
conclusions reached.

The Group’s Non-Executive Directors are remunerated for
their services from the maximum aggregate amount
approved by shareholders for that purpose. The maximum
aggregate amount of $3,000,000 was approved by
Macqguarie Bank Limited shareholders at MBLs 2007
Annual General Meeting. This same amount has been set
in place for Macquarie Group Limited and applies on a
consclidated basis.

Although fees have been split between Macquarie Bank
Limited and Macquarie Group Limited, the Board ensures
that Non-Executive Director remuneration for Macquarie
Bank Limited and Macquarie Group Limited taken together
does not exceed this shareholder-approved maximurm
aggregate amount.




Current per annum rates for Non-Executive Directors of Macquarie Group Limited (MGL) and Macquarie Bank Limited
(MBL) became effective from 13 November 2007, the implementation date of the corporate restructure, and are as set out

in the table below:

MGL and MBL Fees MGL fees MBL fees Total fees

From 13 November 2007 onwards Member Chairman Member Chairman Member
Board $140,000 $240,000 $65,000 $755,000 $205,000
Board Risk Committee $18,000 N/A N/ - $18,000
Board Audit and

Compliance Committee $30,000 N/AT N/A $60,000 $30,000
Board Remuneration Committee $25.000 N/A™ N/A™ $50,000 $25,000
Board Corporate

Governance Committee $18,000 N/A N/A™ 335,000 $18,000
Board Nominating Committee $8,000 N/A™ N/AT™ - $8,000

Prior to 13 November 2007, Non-Executive Directors were separately remunerated only for their responsibilities on the
Macguarie Bank Limited Board. The per annum rates that applied for the various Board and Committee responsibilities

were as follows:

1 July 2006 - 1 July 2007 -
MBL Fees 30 June 2007 12 November 2007
Prior to 13 Novermber 2007 Chairman Member Chairman Member
Board $680,000 $190,000 $755,000 $205,000
Board Risk Committes N/AT $16,500 N/A* $18.000
Board Audit and

Compliance Committee

Board Remuneration Committee

Board Corporate
Governance Committee

Board Nominating Committee

$60,000 $30,000
$40,000 $20,000

$28,000 $14,000
N/AT $4,500

$60,000 $30,000
$50,000 $25,000

$36,000 $18,000
N/AT $8,000

* These roles are currently filled by the Non-Executive Chairman who is not separately remunerated for Committee

responsibilities.

** MBL does not have separate Committees, although MGL's Audit and Compliance Committee and Remuneration

Committee support both Boards.
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These base and Committee fees are paid quarterly. Non-
Executive Directors may elect to receive their remuneration,
in part, in the form of superannuation contributions and by
way of the Group’s fully-paid ordinary shares issued via the
Macquarie Group Non-Executive Director Shara Acquiisition
Plan (NEDSAF), a mechanism for the Non-Executive
Directors to acquire additional fully paid ordinary sharas

in the Group. The terms of the NEDSAP substantially
replicate the terms of an equivalent plan that was operated
by Macquarie Bank Limited, as approved at Macquarie
Bank Limited's 1999 Annual General Meeting. Shares
under the NEDSAP are acquired on-market at prevailing
market prices.

Information on the frequency of Board and
Committee meetings is included on page 53
of the Directors’ Report.

Thers are no termination payments to Non-Executive
Directors on their retirement from office (and there never
were in the case of both Macquarie Group Limited and
Macquarie Bank Limited) other than payments relating to
their accrued superannuation contributions comprising part
of their remuneration.
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5.3 Minimum shareholding requirements for
Non-Executive Directors

In order to encourage long-term commitment and to more
closely align the interests of the Board with shareholders,
the Board has a minimum shareholding requirement for
Non-Executive Directors.

Under the minimum shareholding requirement, Non-
Executive Directors are required to acquire and maintain,
directly or indirectly, a holding of 4,000 fully paid ordinary
shares, which they may accumulate over three years. They
are required to extend this holding by an additional 2,000
shares over the next two years, such that they maintain a
holding of 6,000 fully paid ordinary shares which they may
accumulate over five years. These minimum holdings may
be contributed via participation in the NEDSAP.

Under the Group's Trading Policy, Non-Executive Directors
are forbidden from hedging shares held to meet this
minimum shareholding requirement. Actual shareholdings
are set out in Appendix 3 below,




Appendices: Key Management Personnel disclosures

Appendix 1: Key Management Personnel

The Macquarie Group restructured on 13 November 2007.
The Key Management Personnel for the restructured MGL
Group have remained the same as the predecessor entity
Macquarie Bank Limited. Prior to the date of restructure,
disclosures throughout this section of the Report are in
respact of the MBL Group.

The rastructure was accounted for as a reverse acquisition
in accordance with AASB 3: Business Combinations.
MGL's consolidated financial statements and the
disclosures throughout this section of the report have been
presented as a continuation of the Macquarie Group. Full
details of the restructure can be found in Note 1 of the
Financial Statements.

Throughout these Appendices, Mr Clarke and Mr Johnson
are presented as Non-Executive Directors for the current
year and Executive Directors for the comparative year. This
was because they both retired from executive
responsibilities with effect from 31 March 2007,

The following persons were Voting Directors of Macquarie
Group Limited, or the previous ultimate parent of the
Macquarie Group, Macquarie Bank Limited, for the period
during the financial years ended 31 March 2008 and

31 March 2007, unless otherwise indicated:

Changes during
2007 & 2008
(except as noted
Directors: below)
Executive
N.W. Moora* Group Head, Appointed 22
Macquarie Capital February 2008
AE.Moss, AO"  Managing
Director and Chief
Executive Officer
LG. Cox, AO

Non-Executive

J.G. Allpass

D.S. Clarke, AO™ Chairman
M.R.G. Johnson* Deputy Chaimman Retired 19 July 2007
PM. Kirby

C.B. Livingstone, AO

Retired 19 July 2007

B.R. Martin Retired 20 July
2006

H.K. McCann, AM

J.R. Niland, AC

H.M. Nugent, AQ

P.H. Warne

* Members of the Group's Executive Committee as at

19 May 2008.

** Mr Clarke and Mr Johnson both retired from Executive

responsibilities on 31 March 2007.
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In addition to the Executive Directors listed above, the
following persons also had authority and responsibility for
planning, directing and controlling the activities of the
Group and its controlled entities during the financial years
ended 31 March 2008 and 31 March 2007, unless
otherwise indicated:

Executives:

JK. Burke® Group Head, Equity Markets Group

M. Carapiet* Joint Head, Macquarie Capital Advisers,
Macqguarie Capital

A.J. Downe” Group Head, Treasury &
Commodities Group

P.J. Maher Group Head, Financial Services Group

N.R. Minogue™  Group Head, Risk Management Group

W.R. Sheppard® Deputy Managing Director

G.C. Ward” Chief Financial Officer

W.J. Moss, AM  Former Group Head, Banking & Property
Group (retired on 30 March 2007)

Notes:

The composition of the Macquarie Group Limited Beard
changed on 30 August 2007. For the period from
incorporation until 30 August 2007, W.R. Sheppard,

G.C. Ward and S.J. Dyson were Directors of Macquarie
Group Limited. During this time, the company was
dormant. W.R. Sheppard, G.C. Ward and S.J. Dyson did
not receive any remuneration for their services as Directors.

AE. Moss, L.G. Cox, D.S. Clarke, P.M. Kirby,

C.B. Livingstone, H.K. McCann, J.R. Niland, H.M. Nugent
and PH. Warne were appointed as Directors of Macguarie
Group Limited on 30 August 2007.

P.H. Warne was appointed as a Director of Macquarie
Bank Limited, the former ultimate parent of the Macquarie
Group, on 1 July 2007.

* Members of the Group's Executive Committee as at
19 May 2008.
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The remuneration and other related party disclosures
included in the Remuneration Report have been
prepared in compliance with AASE 124: Related Party
Disclosures. For the purpose of these disclosures, all the
individuals listed above have been determinad to be Key
Management Personnel, as defined by the Accounting
Standard. The Group’s Non-Executive Directors are
specifically required by the Accounting Standard to be
included as Key Management Personnel. However, the
Non-Executive Directors do not consider that they are part
of ‘management”.



Appendix 2: Remuneration disclosures

Executive remuneration

The remuneration arrangements for all of the persons
listed above as Executive Directors or Executives

are described in section 3 above. These executive
remuneration arrangements applied to Mr Clarke and
Mr Johnison up to and including 31 March 2007.

The individuals identified above as Key Management
Personnel include the five highest remunerated Company
Executives and Relevant Group Executives.

In accordance with the requirements of AASE 124: Related
Party Disclosures, the remuneration disclosures in the
remuneration tables for the year ended 31 March 2008 and
the year ended 31 March 2007, only include remuneration
relating to the portion of the relevant periods that each
individual was a Key Management Person.

As explained in section 3.3.1.1 above, DPS amounts
retained under the DPS Plan are notionally invested for
Executive Directors, providing them with an economic
exposure to the undertying investments, typically
Macquarie-managed specialist funds. This ensures that
they are exposed to both the upside and downside of the
undertying securities.

Executive Directors are each entitled to amounts equivalent
to the investment earnings (dividends/distributions and
security price appreciation) on the underlying securities.
Where these amounts are positive, they may be paid to
Executive Directors as additional remuneration and are
included in the relevant remuneration disclosures below as
part of Long-Term Employee Benefits (refer to the “Earnings
on prior year restricted profit share” column in the tables on
pages 94 to 95). When these amounts are negative, they
are deducted from “Long-Term Employee Benefits”
remuneration in the same column.

These eamings on restricted profit share amounts reflect
the investrnent performance of the assets in which prior
year retained DPS amounts have been invested. Their
inclusion in the individual remuneration disclosures below
may therefore cause distortions when year-on-year
remuneration trends are examined, They do not reflect
remuneration review decisions made in relation to the
individual's current year performance.

The table below highlights the underlying remuneration
trend by adjusting the disclosed remuneration to exclude
these earnings on retained DPS amounts for Key
Management Perscnnet.

The information is also presented with Mr Clarke,

Mr Johnison and Mr W.J. Moss excluded so that a proper
year-on-yeéar comparison can be made with the sams
individuals in both periods. Because the above named
Executives either retired or resigned from Executive duties,
they have been excluded from this analysis to provide a
meaningful year-on-year comparison of data.

2007 2008 Increase/
$ $ (Decreass)
All Executive Key Management Personnel
Total disclosed
remuneration 207,074,381 124,746,718 (39.8%)
Less/{(Add):
Earnings/Loss)
on restricted profit
share amounts 13,786,064 (15,447 287)
Total underlying
remuneration 193,288,327 140,194,005 (27.5%)
Executive Key Management Personnel excluding
Mr Clarke, Mr Johnson and Mr W.J. Moss
Total disclosed
remuneration 155,115,058 124,746,718 (19.6%)
Less/{Add):
Earnings/Loss)
on restricted profit
share amounts 10,808,051 (15,447,287)
Total undertying
remuneration 144,307,008 140,194,005 (2.9%)
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Short-Term Employee Benefits

Total
Salary Performance short-term
{including related employee
superannuation)  rermmuneration benefits
{a)
$ $ $
Executive Directors
L.G. Cox 2008 396,270 1,000,912 1,397,182
2007 395,886 1,139,168 1,535,054
NW. Moore 2008 517,573 18,726,921 19,244,494
2007 517,490 22,801,375 23,318,865
A.E. Moss (f} 2008 670,928 27,223,798 27,894,726
2007 670,819 23,178,183 23,849,002
Other Executives
J.K. Burke 2008 383,387 12,200,292 12,583,679
2007 383,326 10,550,610 10,933,935
M. Carapiet 2008 383,387 13,189,505 13,572,892
2007 383,325 15,825,915 16,209,240
AJ. Downe 2008 479,234 11,738,659 12,217,893
2007 479157 15,072,300 15,651,457
P.J. Maher 2008 455,273 3,297,376 3,752,649
2007 455,199 3,202,864 3,658,063
N.R. Minogue 2008 431,311 3,462,245 3,893,556
2007 431,241 4,144,882 4,576,123
W.R. Sheppard 2008 517,573 3,363,324 3,880,897
2007 517,490 6,782,535 7,300,025
G.C. Ward 2008 431,211 3,528,193 3,959,504
2007 432,211 3,956,479 4,388,690
Former Executive Directors and Executives
D.S. Clarke {g) 2008 - - -
2007 335410 17,595,026 17,930,436
M.R.G. Johnson (g) 2008 - - -
2007 229,995 1,601,432 1,831,427
W.J. Moss (g) 2008 - - -
2007 383,325 27,789,553 28,172,878
Total Remuneration - Executive Key Management Personnel 2008 4,666,247 97,731,225 102,397,472
2007 5,614,873 153,640,322 159,255,195
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Percentage of
remuneration

Total that consists
Long-Term Employee Benefits Share-Based Payments Remuneration of optichs
Earnings on Total

Restricted prior year long-term Total

profit restricted employee share-based

share profit share benefits Shares Options payments

) {c) {d) {e)
$ $ $ $ ] 3 $ %
250,228 (54,098) 196,130 - 85,394 85,394 1,678,706 5.09
284,792 77,283 362,075 - 58,920 58,920 1,956,049 3.01
5,350,549 {2,194,999) 3,155,550 2,675,274 1,676,580 4,351,854 26,751,898 6.27
5,700,344 2,478,509 8,178,853 - 1,396,821 1,396,821 32,894,539 4.25
- (4,877,847) (4,877,847) - 1,738,565 1,738,565 24,755,444 7.02
5,794,546 2,437,804 8,232,350 - 1,408,466 1,408,466 33,489,818 4.21
3,485,798 292,941 3,778,739 1,742,899 605,121 2,348,020 18,710,438 3.23
2,637,652 584,04 3,221,743 - 497,409 497,409 14,653,087 3.39
3,768,430 (1,449,207} 2,319,223 1,884,215 1,371,250 3,255,465 19,147,580 716
3,956,479 1,674,341 5,630,820 - 1,077,850 1,077,850 22,917,950 AT0
3,353,903 (3,203,246) 150,657 1,676,951 801,132 2,478,083 14,846,633 5.40
3,768,075 1,567,560 5,335,635 - 604,805 604,805 21,491,897 2.81
942107 (729,050) 213,057 471,054 300,718 71,772 4,737,478 6.35
800,716 366,902 1,167,618 - 274,085 274,085 5,099,766 5.37
989,213 (932,937) 56,276 484,606 370,303 864,909 4,814,741 7.69
1,036,221 463,166 1,499,387 - 314,359 314,359 6,389,869 492
960,950 (1,621,746) (660,796} 480,475 488,419 968,894 4,188,995 11.66
1,695,634 847,754 2,543,388 - 416,711 416,711 10,260,124 4.06
1,008,055 (677,098) 330,957 504,028 320,316 824,344 5,114,805 6.26
989,120 310,641 1,299,761 - 273,509 273,509 5,961,960 459
- 1,209,653 1,209,653 - (170,207) (170,207) 18,969,882 (0.00)
- 391,265 391,265 - 155,988 155,988 2,378,680 6.56
- 1,377,085 1,377,085 - 1,060,797 1,060,797 30,610,760 3.47
20,109,233 (15,447,287) 4,661,946 9,929,502 7,757,798 17,687,300 124,746,718
26,663,579 13,786,054 40,449,633 - 7,369,553 7,369,553 207,074,381
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Notes on elements of executive remuneration

(a) Performance related remuneration represents the current

portion of each individual’s profit share allecation in relation
to the reporting period. For 2008, in the case of Mr AEE.
Moss, the amount included in this column in the table
above also includes the refated restricted profit share
amounts (refer (b} below), which is expected to be paid or
payable within twelve months of the end of the reporting
period, in accordance with the requirements of AASB 124:
Related Party Disclosures. For 2007, in the case of Mr
Clarke, Mr Johnson and Mr W.J. Moss the amount
included in this column in the table above also includes the
related restricted profit share amounts (refer (b) below),
which were paid within twelve months of the end of the
reparting period, in accordance with the requirements of
AASB 124: Related Party Disclosures.

(b)This is the retained amount relating to current year profit
share allocations, which is deferred to future periods as
described in section 3.3.1.1 above. For 2008, in the case of
Mr A.E. Moss (because he is retiring), the retained amount
is included within “Performance related remuneration’ as it
is expected to be paid or payable within twelve months of
the end of the reporting period. For 2007, in the case of
Mr Clarke, Mr Johnson and Mr W.J. Moss these retained
amounts are included within “Performance related
remuneration” since they were paid within twelve months
of the end of the reporting period.

{c)This is the notional earnings on pricr year restricted profit
share allocations described above in this Appendix.

{d)This is the amount of the current year profit share allocation,

which is allocated to invest in Macguarie Group Limited
shares as described in 3.3.1.2 above.

(e)This amount has been calculated on the basis as described

in Note 1 (xvii) Share based payments to the 2008
Financial Statements. Pricr option grants for each individual
have been measured at their grant dates based on each
grant’s fair value, and this amount is recognised evenly over
the relevant vesting pericd. Therefore, the amounts
included in this table are not able to be derived direcily
from the disclosures in Appendix 3 below. If an option
lapsas in a reporting period, amounts previously
recognised as remuneration in relation to the lapsed
options are deducted from remuneration in the reporting
period. In the case of Mr Clarke, 80,200 unvested options
lapsed when he retired from executive responsibilities on
31 March 2007. The reversal of the amounts previousty
recognised in relation to these options exceeded the
amounts recognised in relation to his options which vested
during the year, resulting in a negative balance in the table
above for 2007.
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{f) Mr A.E. Moss will retire on 24 May 2008. Subsequent to

that date, subject to the Board determining that a
disqualifying event has not occurred, he will become
entitled to his vested profit share of $24,828,847 adjusted
for any further notional earnings increment or decrement
thereon. This vested prefit share amount comprises the
retained portion of his profit share allocations from 1998 to
2007 as well as the retained portion of the profit share
allocations for the year ended 31 March 2008 {which are
included within the “Performance related remuneration”
disclosed in the table above).

(@) Mr Clarke and Mr Johnson retired from the Executive

Committee on 31 March 2007 and Mr W.J. Moss retired
from the Executive Committee on 30 March 2007.
Subsequent to 31 March 2007, they became entitled to
their vested retained profit share of $14,198,462, $4,111,226
and $19,013,875, respectively, which included notional
earnings up until payment date once the Board determined
that a disqualifying event had not occurred. These vested
retained profit share amounts comprised the retained
portions of their profit share aliocations from 1997 to 2006
as well as the retained portion of their profit share
allocations for the year ended 31 March 2007 {(which are
included within the “Performance related remuneration”
disclosed in the table above).




Far each of the persons named in the tables above, the
amounts of their remuneration for the reporting period that
were not related to performance are the amounts in the
columns headed ‘Salary {including superannuatiory’ and
‘Earnings on prior year restricted profit share”. All other
remuneration was performance based,

As is evident from the tables on pages 94 to 95,

the majority of the remuneration for the named Group
executives is performance based {ranging from 91.1 per
cent to 98.2 per cent for individuals who were Executive
Committee members during the year ended 31 March
2008, excluding the impact of notional eamings on retained
amounts). This is consistent with the comments previousty
made that the effect of the Group’s profit sharing
mechanism is to provide substantial incentives in relation
to superior profitability but low or no participation for less
satisfactory performance. The mechanism provides
significant alignment of their interests with those

of sharehclders.

Future amounts payable for Executive Voting Directors
For each Group executive named in the remuneration table
above, with the exception of Mr A.E. Moss, 70 per cent of
the annual profit share entitlemnent was paid or payable in
relation to the reported financial year. These amounts are
indicated in the column headed ‘Performance related
remuneration’ in the table. Of the amounts held, 10 per
cent is invested in MGL shares for at least 3 years as set
out in section 3.3.1.2 and disclosed in the column headed
‘Shares' on page 95). The remainder of this section
discusses the 20 per cent that is retained under the

DPS Plan.

It has been a fundamental condition of the DPS
arrangements that 20 per cent of the annual profit share
entitlernent is held subject to restrictions. Except in

the case of Mr Clarke, Mr Johnson, Mr A E. Moss and

Mr W.J. Moss, these amounts are indicated in the column
headed ‘Restricted profit share' in the remuneration table
above. These restricted amounts begin to vest after five
years of service as an Executive Director and fully vest after
ten years of service as an Executive Director, subject to any
disqualifying events. As described in section 3.3.1.1 above,
vested amounts will begin to be released to Executive
Directors at the earlier of the end of the ten year period or
on ceasing employment {Up to six months after departure)
provided that no disqualifying events have occurred.

No person named in the remuneration table above
forfeited any restricted profit share entitlernents during the
financial year.

For the Group executives named in the remuneration
table above:

—subject to future notional investment eamnings con the
amounts retained, the maximum future vaiue of their
restricted profit share entittements is reflected by the
amounts in the ‘Restricted profit share’ column of that
table (with the exception of Mr A.E. Moss for 2008 and
Mr Clarke, Mr Johnson and Mr W.J. Moss for 2007 for
whom it is equal to 20 per cent of the amount in the
‘Performance related remuneration’ column, subject to
future notional investment eamings); and

—the minimum future value of their restricted profit share
entitlements is zero in the event that certain defined

disqualifying events occur and the amounts are forfeited.

The amount of DPS allocations of the Executive Voting

Directors that are held subject to restrictions is shown in

the table below. The amounts in this table have been
presented inclusive of on-costs. In contrast, the DPS
amounts disclosed in the table above as performance
related remuneration and restricted profit share are
exclusive of on-costs.
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Amount to
be credited to
Balance of Amounts restricted Negative Balance of
restricted released from Actual profit share notional restricted
profit share restricted balance of  in relation to eamings profit share
at 31 March profit share restricted the DPS for the at 31 March
2007 plus during the profit share at  allocation for 12 menths to 2008 plus
2007 DPS financial 31 March the financial 31 March 2008 DPS
retention year 2008 year 2008 retention
(@) b)
Name and position $ $ $ $ $ $
Executive Directors
A.E. Moss 25152,211 (716,787) 24,435,424 5,779,340 {5,385,917) 24,828,847
N.W. Moore 24,811,910 (595,288) 24,216,622 5,679,340 (2,632,626) 27,263,336
L.G. Cox 740,000 - 740,000 263,340 (65,101) 938,239

(a) As outlined in section 3.3.1.1 above, retained DPS amoaunits are released to an Executive Director after ten years.
During the financial year amounts retained from 1997 DPS allocations were released.

(b} Technically these amounts relating to 2008 DPS allocations are not credited until after 31 March 2008. However, they are
added intc the balance as at 31 March 2008 because that is the end of the financial year to which they relate.

The whole of the profit sharing provision, including amounts held subject to restrictions, for each financial year is charged
against earnings in that year.

Macquarie Group Limited 2008 Annual Report




Non-Executive Director remuneration

The remuneration arrangements for afl of the persons listed below as Non-Executive Directors are described in section 5
above. These Non-Executive Director remuneration arrangements have applied to Mr Clarke and Mr Johnson from 1 April
2007 onwards.

Directors Fees Other Benefits {a) Total Compensation

$ 8 $

D.S. Clarke (b} 2008 736,250 40,000 776,250
2007 - - -

J.G. Allpass {©) 2008 77,727 27,218 104,945
2007 250,875 71,988 322,863

M.R.G. Johnson (d) 2008 66,818 60,606 127,424
2007 - - -

P.M. Kirby 2008 257,958 - 257,958
2007 221,375 - 221,315

C.B. Livingstone 2008 286,000 45,600 331,600
2007 263,000 8,400 271,400

B.R. Martin () 2008 - - -
2007 67413 9,045 76,458

H.K. McCann 2008 282,875 26,700 309,575
2007 259,625 - 259,625

J.R. Niland 2008 262,542 - 262,542
2007 236,424 - 236,424

H.M. Nugent 2008 273,500 - 273,500
2007 245,125 - 245125

P.H. Warne (f) 2008 206,417 - 206,417
2007 - - -

Total Remuneration 2008 2,450,087 200,124 2,650,211
- Non-Executive Key 2007 1,543,837 89,433 1,633,270

Management Personnel

{a) Other benefits for Non-Executive Directors include due dillgence committee fees paid to Mr Allpass of $7,000 (2007:
$10,500), Ms Livingstone of $32,100 and Mr McCann of $26,700; fees paid to Mr Allpass, Mr Johnson and Mr Martin for
Compliance Committee duties for certain related entities (Macquarie Infrastructure Group, Macquarie Infrastructure Group
International Limited, Macquarie Infrastructure Investment Management Limited, Macquarie Investment Management
Limited, Macquarie Investment Services Limited and Macquarie Private Portfolio Management Lirnited), and fees paid to
Mr Allpass and Ms Livingstone for work performed in relation to the Basel Il Board Sub-Committee.

As the Non-Executive Chairman, Mr Clarke is entitled to the use of an office and administrative support. Included above is
a notional estimate of the portion of the cost of these services which may have been used by the Chairman for other
purposes.

{b) Mr Clarke retired as Executive Chairman on 31 March 2007, He continues as Non-Executive Chairman. His 2007
remuneration is reported as Executive Remuneration in the executive remuneration table earlier in this Appendix.

(c} Mr Allpass retired from the Board of Directors on 19 July 2007.

{d) Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Director until he
retired on 19 July 2007. His 2007 remuneration is reported as Executive Remuneration in the executive remuneration table
earlier in this Appendix.

{e) Mr Martin retired from the Board of Directors on 20 July 2006.

{f) Mr Warne was appointed to the Board of Directors on 1 July 2007.
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Appendix 3: Share and Option Disclosures

Aggregate Equily Participation

The following table sets out details of Key Management Personnel's (including their related parties) aggregate equity
holdings in the Group, being fully paid ordinary shares of the Group and options over fully paid unissued ordinary shares of

the Group.
31 March 2008 31 March 2007

Name and position Number of shares Number of options Number of shares Number of options

{a) (@) (a) {a)
Executive Directors
L.G. Cox 269,812 32,265 269,812 23,265
N.W. Moore 1,030,510 532,734 843,13 594,335
A.E. Moss 404,236 670,400 404,336 511,000
Non-Executive Directors
J.G. Allpass (b} 18,513 - 18,513 -
D.S. Clarke (c) 704,868 - 651,113 53,734
M.R.G. Johnson {d} 293,803 84,795 293,803 84,795
P.M, Kirby 9,772 - 9772 -
C.B. Livingstone 8,432 - 7,550 -
H.K. McCann 11,359 - 11,359 -
J.R. Niland 7,959 - 5,859 -
H.M. Nugent 20,613 - 19,762 -
PH. Warne (g) 9,077 - - -
Executives
J.K. Burke 31,657 224,678 25,000 181,335
M. Carapiet 531,274 383,067 525,834 356,838
A.J. Downe 176,036 248,334 121,035 218,335
P.J. Maher 125,323 85,001 60,153 125,000
N.R. Minogue 157,312 118,334 110,811 129,835
W.R. Sheppard 261,313 193,334 259,271 148,334
G.C. Ward 56,620 103,334 29,211 100,743

(a} Or date of retirement if earlier.

{b) Mr Allpass retired from the Board of Directors on 19 July 2007,

{c) Mr Clarke retired as Executive Chairman on 31 March 2007. He continues as Non-Executive Chairman,

{d) Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Director until he
retired on 19 July 2007.

{e) Mr Warne was appointed to the Board of Directors on 1 July 2007,
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Shares

Shareholaing of Key Management Personnel and their related parties
The following table sets out details of fully paid ordinary shares of the Group held during the year by the Key Management
Personnel including their related parties. As a result of the corporate restructure that took place on 13 November 2007,
shareholders of MBL obtained cne MGL ordinary share for each ordinary share they held in MBL prior to implementation

of the restructure.
For the year ended 31 March 2008

Number of Shares issued Number of
shares held at on exercise Other shares held at
Name and position 1 April 2007 of options changes 31 March 2008
(@ {b)
Executive Directors
L.G. Cox 269,812 - - 269,812
N.W. Moocre 843,113 216,001 (28,604} 1,030,510
AE. Moss 404,336 - {100) 404,236
Non-Executive Directors
J.G. Allpass (¢ 18,513 - 18,513
D.S. Clarke 651,113 53,734 21 704,868
M.R.G. Johnson (d) 293,803 - - 293,803
PM. Kirtyy Q772 - - 9772
C.B. Livingstone 7.550 - 882 8,432
H.K. McCann 11,359 - - 11,359
J.R. Niland 5,959 - 2,000 7,959
H.M. Nugent 19,762 - 851 20,613
P.H. Warne (g} 8,790 - 287 9,077
Executives
J.K. Burke 25,000 6,657 - 31,657
M. Carapiet 525,934 99,771 (94,431) 531,274
A.J. Downe 121,035 55,001 - 176,036
P.J. Maher 60,153 64,999 i 125,323
N.R. Minogue 110,811 46,501 - 157,312
W.R. Sheppard 259,271 - 2,042 261,313
G.C. Ward 29,211 27409 - 56,620

{a) Includes on market acquisitions and disposals.
{b} Or date of retirement if earlier.

{c} Mr Alipass retired from the Board of Directors on 19 July 2007. Balance at 31 March 2008 represents holdings at

date of retirement,

{d) Mr Johnson retired from the Executive Committee on 31 March 2007, He continued as a Non-Executive Director until
he retired on 19 July 2007. Balance at 31 March 2008 represents holdings at date of retirement.
{e) Mr Warne was appointed to the Board of Directors on 1 July 2007. The opening balance on 1 April 2007 represents
holdings as at the date of appointment as director on 1 July 2007.
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31 March 2008 continued

Shares
Sharcholding of Key Managerment Personnel and their related parties continued

For the year ended 31 March 2007

Number of Shares issued Number of
shares held at on exercise Other shares held at
Name and position 1 April 2006 of gptions changes 31 March 2007
{a} (b}
Executive Directors
D.S. Clarke 977,248 - (326,135) 651,113
L.G. Cox 268,112 1,700 - 269,812
M.R.G. Johnson 353,803 - 60,000) 293,803
AE. Moss 404,336 - - 404,336
Non-Executive Directors
J.G. Allpass 16,563 1,700 250 18,513
PM. Kirby 7.891 - 1,881 9,772
C.B. Livingstone 7,336 - 214 7,550
B.R. Martin {c) 8,974 1,000 146 10,120
H.K. McCann 9,659 1,700 - 11,359
J.R. Niland 4109 - 1,850 5,959
H.M. Nugent 19,112 - 650 19,762
Executives
J.K. Burke 18,000 7000 - 25,000
M. Carapiet 345,806 83,666 96,463 525934
A.J. Downe 66,535 54,500 - 121,035
P.J. Maher 46,819 13,334 - 60,153
N.R. Minogue 110,811 - - 110,811
N.W. Moore 835,251 - 7,862 843,113
W.R. Sheppard 259,271 - - 259,271
G.C. Ward 13,287 15,924 - 28,21
Former
W.J. Moss (d) 269,511 - 190 269,701

(@) Includes on market acquisitions and disposals.

(b) Or date of retirement if earlier,

(c) Mr Martin retired as Non-Executive Director of MBL on 20 July 20086.
(d) Mr W.J. Moss retired from the Executive Gommittee an 30 March 2007.
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Options

Option holdings of Key Management Personnel and their related parties
The following table sets out details of options held during the year for the Key Management Parsonnel including their
related parties. The options are over fully paid unissusd ordinary shares of Macquarie Group Limited. As a result of the
corporate restructure that took effect on 13 November 2007, optionholders of MBL abtained one MGL ordinary option for
each option they held in MBL prior to implementation of the restructure.

For the year ended 31 March 2008

Value of
options
granted as
part of
Number of remuneration
Options options Number of and that are
granted Options Number of vasted options exercised or
Numberof  during the exercised options held during the vestad at  sold during
Name and options hald at financial during the Other at 31 March financlal 31 March the financial
position 1 April 2007 yoar financial year changes 2008 year 2008 year
$
(a} (b} ®) ©
Executive Directors
L.G. Cox 23,265 9,000 - - 32,265 4873 7473 -
N.W. Moore 594,335 154,400 {216,001) - 532,734 138,333 56,666 9,604,962
A.E. Moss 511,000 159,400 - - 670,400 115,200 170,400 -
Non-Executive Directors
J.G. Allpass (d) - - - - - - - -
D.S. Clarke (g) 53,734 - (53,734) - - - - 2125687
M.R.G. Johnson {f) 84,795 - - - 84,795 - 36,366 -
PM. Kirby - - - - - - - -
C.B. Livingstone - - - - - - - -
H.K. McCann - - - - - - - -
J.R. Niland - - - - - - - -
H.M. Nugent - - - - - - - -
PH. Warne (g) - - - - - - - -
Executives
J.K. Burke 181,335 50,000 {6,657} - 224,678 53,001 46,344 275,961
M. Carapiet 356,838 126,000 (99,771) - 383,067 99,771 - 2238423
A.J. Downe 218,335 85,000 {55,001) - 248,334 71,667 16,666 2,719,486
P.J. Maher 125,000 25,000 (64,999 - 85,01 31,666 - 2827387
N.R. Minogue 129,835 35,000 {46,501) - 118,334 36,667 11,666 2,196,873
W.R. Sheppard 148,334 45,000 - - 193,334 53,332 53,332 -
G.C. Ward 100,743 30,000 (27.400) - 103,334 31,667 10,000 1,473,361

{a) Vested options sold under facility provided by an extemal party unless otherwise noted.

{b) Or date of retirerment if earlier.
{c) Includes options that were granted as part of remuneration in prior financial years.
{d) Mr Allpass retired on 19 July 2007. Balance at 31 March 2008 represents holdings at date of retirement.

{e) Mr Clarke retired as Executive Chairman 31 March 2007. He continues as Non-Executive Chairman,

() Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Director until
he retired on 19 July 2007. Balance at 31 March 2008 represents holdings at date of retirament.
(g} Mr Warne was appointed to the Board of Directors on 1 July 2007

No options granted as part of remuneration lapsed during the financial year.
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Options

Option holdings of Key Managernent Personne! and their related parties continued

For the year ended 31 March 2007

Valua of
options
granted as
part of
Number of remuneration
Options options Number of and that are
‘granted Options Number of vested options exercised or
Number of  during the exercised options held  during the vested at  sold during
Name and options held at financial during the Other at 31 March financial 31 March the financia!
position 1 April 2006 year financial year changes 2007 year 2007 year
$
(a} (b b ]
Executive Directors
D.S. Clarke (d) 133,834 - - (80,200) 53,734 53,734 53734 -
L.G. Cox 15,720 9,245 (1,700 - 23,265 2,800 2,800 55,828
M.R.G. Johnson 66,300 18,495 - - 84,795 36,366 36,366 -
AE. Moss 502,400 165,400 - (156,800) 511,000 107,468 55,200 6,713,392
Non-Executive Directors
J.G. Allpass 1,700 - (1,700} - - - - 58,735
PM. Kirby - - - - - - - -
C.B. Livingstone - - - - - - - -
B.R. Martin {(g) 1,700 - (1,000) - 700 - 700 29,280
H.K. McCann 1,700 - (1,700 - - - - 47,787
J.R. Niland - - - - - - - -
H.M. Nugent - - - - - - - -
Executives
J.K. Burke 242,000 65,000 {(7.000) (i18,665) 181,335 38,999 - 3,941,371
M. Carapiet 297144 143,360 (83,666) - 356,838 83,666 - 2,831,606
A.J. Downe 292,168 85,000 (54,5000 (104,333 218,335 82,833 - 5,868,755
P.J. Maher 121,668 30,000 (13,334) (13,334) 125,000 30,001 33,333 1,080,007
N.R. Minogue 132,334 35,000 - {37,499) 129,835 36,333 21,900 1,275,077
N.W. Moore 434,335 160,000 - - 594,335 134,334 134,334 -
W.R, Sheppard 161,000 45,000 - (57,666) 148,334 57,666 - 1,745925
G.C. Ward 95,001 30,000 (15,924) (8.334) 100,743 30,000 5,742 834,324
Former
W.J. Mass (f) 297,501 105,000 - (73,500) 329,001 73,500 - 2,218,928

(a) Vested options sold under facility provided by an external party unless otherwise noted.

{b) Or date of retirement if earlier.

(¢} Includes options that were granted as part of remuneration in prior financial years.
() Mr Clarke retired as Executive Chairman on 31 March 2007, whereupon 80,200 unvested options lapsed {with a value of

$3,245,250). He will continue as Non-Executive Chairmnan.
(e) Mr Martin retired as a Non-Executive Director of MBL on 20 July 2006.
f Mr W.J. Moss retired from the Executive Committee on 30 March 2007,
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Details of options granted and their fair value at grant date

Value of
options
granted as
part of
Number of Option Fair remuneration Date first
Name Date options options exercise value at during  tranche can
and position granted granted price  grant date* the year be exercised Expiry date
$ $ %
For the year ended 31 March 2008
Executive Directors
L.G. Cox 15 August 2007 9,000 71.4 11.16 100,440 1 July 2009 15 August 2012
NW. Moore 15 August 2007 154,400 71.41 1116 1723104 1 July 2008 15 August 2012
AE. Moss 15 August 2007 159,400 71.41 11.16 1,778,904 1 July 2009 15 August 2012
Executives
J.K. Burke 15 August 2007 50,000 71.41 11.16 558000 1July 2009 15 August 2012
M. Carapiet 15 August 2007 126,000 71.41 1116 1,406,160 1 July 2009 15 August 2012
A.J. Downe 15 August 2007 85,000 71.41 11.16 948,600 1 July 2008 15 August 2012
F.J. Maher 15 August 2007 25,000 71.41 11.16 279,000 1July 2009 15 August 2012
N.R. Minogue 15 August 2007 35,000 71.41 11.16 390,600 1July 2009 15 August 2012
W.R. Sheppard 15 August 2007 45,000 71.41 11.16 502,200 1July 2009 15 August 2012
G.C. Ward 15 August 2007 30,000 7.4 11.16 334,800  1July2009 15 August 2012
For the year ended 31 March 2007
Executive Directors
L.G. Cox 1 August 2006 9,245 61.79 12.25 113,251 1July 2008 1 August 2011
M.R.G. Johnson 1 August 2006 18,495 681.79 12.25 226,564 1Juy2008 1 August 2011
AE. Moss 1 August 2006 165,400 61.79 12.25 2,026,150 1 July 2008 1 August 2011
Executives
JK. Burks 1 August 2006 65,000 61.79 12.25 796,250 1 July 2008 1 August 2011
M. Carapiet 1 August 2006 143,360 61.79 12.25 1,75616C 1 July 2008 1 August 2011
A.J. Downe 1 August 2006 85,000 61.79 12.25 1,041,250  1July 2008 1 August 2011
P.J. Maher 1 August 2006 30,000 61.79 12.25 367500  1July 2008 1 August 20mM
N.R. Minogue 1 August 2006 35,000 61.79 12.25 428,750 1 July 2008 1 August 2011
N.W. Moore 1 August 2006 160,000 61.79 12.25 1,960,000 1 July 2008 1 August 2011
W.R. Sheppard 1 August 2008 45,000 61.79 12.25 561250 1 July 2008 1 August 2011
G.C. Ward 1 August 2006 30,000 61,79 12.25 367500  1July 2008 1 August 2011
Former
W.J. Moss 1 August 2006 105,000 61.79 12.25 1,286,250 1July 2008 1 August 2011

* Refer to notes on fair value below.
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The Group has adopted the fair value measurement
provisions of AASB 2: Share-Based Payment for all options
granted to Key Management Personnel. The fair value: of
such grants is being amortised and disclosed as part of
each Key Management Person's remuneration on a
straight-line basis over the vesting period.

Performance hurdles attached to the options issued to the
Key Management Personnel are not taken into account
when determining the fair value of the option at grant date.
instead, these vesting conditions are taken into account by
adjusting the number of equity instruments expected to
vast. For the purpose of calculating the options-related
compensation in section Appendix 2 above, the Group has
assumed that all options will vest, except where it is known
that an option lapsed during the period.

Options granted during the financial year were issuec
subject to the exercise conditions noted above and are
only exercisable in three equal tranches on or after 1 July
2009, 1 July 2010 and 1 July 2011. Allocations of these
options were in respect of performance for the Group's
2007 financial year.

The fair value of each option is estimated on the date of
grant using a trinomial option pricing framework. The
following key assumptions have been adopted for grants
made in the current financial year:

—risk free interest rate:  7.00 per cent {weighted average)
—expected life of options: four years

—volatility of share price: 20 per cent per annum
—dividend yield: 3.43 per cent per annum

The exercise price of the options granted to Executive
Directors and Executives in the current financial year was
based on the weighted average market price of the Group's
ordinary shares traded on ASX during the one week up to
and including 15 August 2007 (adjusted for special trades

and any cum-dividend trading).

There were no options issued to Non-Executive Directors
during the financial year.

Ordinary shares issued as a resuit of the exercise of options by Key Management Personne! during the year

For the year ended 31 March 2008

Number of options Number of shares

exercised during issued on exercise Exercise price
the: financial year of options paid in full per share
Name and position {a) $

Executive Directors
N.W. Moore 52,668 52,668 30.51
66,667 66,667 28.74
96,666 96,666 32.26

Executives

J.K. Burke 4,668 4,668 28.74
1,989 1,989 3311
M. Carapist 26,668 26,668 28.74
32,500 32,500 33.11
40,603 40,603 63.34
A.J. Downe 26,668 26,668 2B.74
28,333 28,333 32.75
P.J. Maher 30,000 30,000 28.74
26,666 26,666 35.28
8,333 8,333 683.34
N.R. Minogue 11,668 11,668 28.74
21,500 21,500 30.51
13,333 13,333 3311
G.C. Ward 14,076 14,076 28.74
13,333 13,333 331

Macquarie Group Limited 2008 Annual Report

(a) Or the period until date of retirement if earlier than 31 March 2008.



For the year ended 31 March 2007

Number of options Number of shares
exercised during issued on exercise Exercise price
the financial year of options paid in full per share
Name and position (a) $
Executive Directors
L.G. Cox 1,700 1,700 34.71
Non-Executive Directors
J.G. Allpass 1,700 1,700 34.71
B.R. Martin 1,000 1,000 34.71
H.K. McCann 1,700 1,700 3471
Executives
J.K. Burke 7,000 7.000 34.71
M. Carapiet 24,500 24,500 30.51
26,666 26,666 28.74
32,500 32,500 33.11
A.J. Downe 27,834 27,834 30.51
26,666 26,666 28.74
P.J. Maher 13,334 13,334 34.71
G.C. Ward 2,591 2,591 28.74
13,333 13,333 33.11

(a) Or the pericd until date of retirement if earlier than 31 March 2007,
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Appendix 4: Loan disclosures
Loans to Key Management Personnel
Details of lpans provided by the Group to Key Managament Personnel and their related parties are disclosed in the

following tables:

Opening Closing Number in

balance at Interest balance at group

1 April charged {a} Write-off 31 March 31 March

$'000 $'000 $'000 $'000 $'000

Total for Key Management 2008 57,545 4,486 - 62,540 14

Personnel and their 2007+ 76.318 5,871 - 62,101 19
related parties

Total for Key Management 2008 41,862 3,014 - 44 525 9

Personnel 2007 57,882 4,493 - 44,891 11

* Includes loans provided by the Group to Mr W.J. Mass and his related parties. Mr Moss retired from the Executive
Committee on 30 March 2007. As such, he was not a Key Management Personnel on 1 April 2007 and his loans have
not been included in the opening balance.

Loans and other financial instrument transactions are mads by the Group in the ordinary course of business with

related parties.

Certain loans are provided under zero cost collars secured over Macquarie Group Limited shares under normal terms and

conditions consistent with other customers and employees.

Key Management Personnel including their related parties with loans above $100,000
at any time during the financial year:

For the year ended 31 March 2008

Balance at Interest Balance at Highest

Name and position 1 April 2007 charged Write-off 31 March 2008 in period
@) (b)
$'000 $'000 $'000 $000 $'000

Executive Directors
LG. Cox 200 7 - - 765
N.W. Moore 12,891 618 - 12,259 12,81
Non-Executive Directors
D.S. Clarke (¢ 29,937 2,606 - 34,826 35,050
Executives
M. Carapiet 5,288 137 - 19 5,286
A.J. Downe - 49 - 1,847 1,847
P.J. Maher 2,866 416 - 4,912 5,769
N.R. Minogue 4,618 N - 4,249 4,939
G.C. Ward 1,727 31 - 4,406 4,561

{a} All toans provided by the Group to Directors and Executives are made in the ordinary course of business on an arm’s-
length basis and are entered into under normal terms and conditions consistant with other customers and employees.
There have been no write-downs or allowances for doubtful debts.

{b) Or date of retirement if earier.

{c) Mr Clarke retired as Executive Chairman on 31 March 2007, He continues as Non-Executive Chairman.

Macquarie Group Limited
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Key Management Personnel including their related parties with loans above $100,000

at any time during the financial year {continued)
For the year ended 31 March 2007

Balance at Interest Balance at Highest

Name and position 1 April 2006 charged Write-off 31 March 2007 in period
{a) (b}
$°000 $'000 $'000 $000 $'000

Executive Directors
D.S. Clarke 48,940 3,729 - 29,937 52,658
L.G. Cox 621 21 - 200 684
M.R.G. Johnson 220 5 - 20 220
Executives
M. Carapiet 5,183 372 - 5,286 5,298
A.J. Downe 500 13 - - 500
P.J. Maher 1,838 103 - 2,866 3,249
N.R. Minogue 5,054 349 - 4,618 6,379
N.W. Moore 6,848 208 - 12,891 12,891
W.R. Sheppard 100 3 - - 100
G.C. Ward 739 107 - 1,727 1,727
Former
W.J. Moss (¢) 6,275 361 - 4,556 7933

{a) All loans provided by the Group to Directors and Executives are made in the ordinary course of business on an
arm's-length basis and are entered into under normal terms and conditions consistent with other customers and
employees. There have been no writs-downs or allowances for doubtful debts.

(b) Or date of retirement if earlier.

{c) Mr W.J. Moss retired from the Executive Comimittes on 30 March 2007,
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Appendix 5: Other disclosures

Other transactions and balances of Key Management Personnel and their related parties

The following Key Management Personnel have acquired Infrastructure Bonds and simitar products from controlled entities
within the Group which have been financed with limited recourse loans and are subject to forward sale agreements, The loan
repayments and proceeds arising from the forward sale agreements are subject to a legal right of set-off and as such are not
recognised for financial reporting purposes. The only amounts recognised by the economic entity in respect of these
transactions are the annual payrments from the relevant Kev Management Parsonnel which are brought to account as fee
revenue. These transactions have been undertaken on terms and conditions consistent with other customers and employees.

Consolidated Consolidated
2008 2007
$'000 $'000
Totad annual contributions from Key Management Personnel and their related parties
in respect of Infrastructure Bonds and similar products 13,481 16,817

The annual contributions in respect of Infrastructure Bonds and similar products relate to the following
Key Management Personnel:

Executive Directors
L.G. Cox, NW. Moore

Nan-Executive Directors
D.S. Clarke, PM. Kirby

Executives
J.K. Burke, M. Carapiet, A.J. Downe, P.J. Maher, N.F. Minogue, W.R. Sheppard, G.C. Ward

Former
w.J. Moss

The following Key Management Personnel! (including related parties) have entered into zero cost collar transactions with
the Group and other non related entities in respect of fully paid ordinary Group shares. This has the effect of acquiring
cash-settled put options against movernents in the Group share price below current levels and disposing of the benefit of
any share price movement above the nominated level. These are not related to any shares required to be held as part of
the new Executive Committee equity alignment and minimum shareholding arangements as outlined in section 3.3.

Transactions with the Group Number Number

of shares of shares

Name and position Description 2008 2007
Non-Executive Directors

D.S. Clarke Maturing May 2008 260,379 260,379

Maturing June 2008 100,784 100,784

Maturing August 2009 25196 25,196

Maturing June 2010 213,517 213,517

M.R.G. Johnson {a) Maturing Juty 2008 25,000 -

Executives

M. Carapiet Maturing August 2007 - 160,666

A.J. Downe Maturing August 2007 - 36,382

Maturing December 2007 - 27834

Maturing August 2008 36,382 -

Maturing December 2008 55,001 -

N.R. Minogue Maturing August 2007 - 11,500

G.C. Ward Maturing August 2007 - 21,666

Maturing July 2008 40,373 -

Maturing July 2008 5,742 -

{a) Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Directer
until he retired on 19 July 2007, Balance at 31 March 2008 represents holdings at date of retirement.

In addition, Mr Clarke had an indirect interest in cash-settied put options that were exercisable against 213,517 fully paid
ordinary Group shares.

All cther transactions with Key Management Personnel {inciuding their persanally related parties) were conducted on an
arm's-length basis in the ordinary course of business and under normal terms and conditions for customers and employees.
These transactions were trivial or domestic in nature and consisted principally of normal personal banking and financial
investment services.

This is the end of the Remuneration Report

Macquarie Group Limited 2008 Annual Report
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Directors' equity participation

At 19 May 2008, the Directors have relevant interests, as
notified by the Directors to the Australian Securities
Exchange in accordance with the Corporations Act 2001
(Cth), in the following shares and share options of MGL:

Fully paid
ordinary Share
shares held options held
at 19 May 2008 at 19 May 2008
D.S. Clarke 704,363 -
AE. Moss 404,236 670,400
L.G. Cox 269,812 32,265
N.W. Moore 1,030,510 532,734
PM. Kirby 11,386 -
C.B. Livingstone 8,432 -
H.K. McCann 11,359 -
J.R. Niland 7.859 -
H.M. Nugent 12,443 -
PH. Warne 9,077 -

* These share options were issued pursuant to the
Employee Option Plan and are subject to the exercise
conditions applying to grants of options to Executive
Directors, as described in note 38 to the full financial
report — employee equity participation.

During the financial year, Directors received dividends
relating to their shareholdings in MGL at the same rate as
other shareholders.

The relevant interests of Directors as at 19 May 2008 in
managed investment schemes made available by
subsidiaries of the Group and contracts that confer a right
to call for or deliver sharss in the Group are listed on pages
113-114.

Directors' and officers' indemnification and insurance
Under MGL's Constitution, MGL indemnifies all past and
present Directors and Secretaries of MGL (including at this

time the Directors named in this report and the

Secretaries), and its wholly-owned subsidiaries, against

certain liabilities and costs incurred by them in their

respective capacities. The indemnity covers the following

liabilittes and legal costs (subject to the exclusions
described below):

—every liability incurred by the person in their
respective capacity;

—all legal costs incurred in defending or resisting {or

otherwise in connection with) proceedings in which the
person becomes involved because of their respective

capacity; and

-legal costs incurred by the person in good faith in
obtaining legal advice on issues refevant to the

performance and discharge of their duties as an officer
of MGL or of a wholly-owned subsidiary of MGL, if that

has been approved in accordance with MGL policy.
This indemnity does not apply to the extent that:

—-MGL is forbidden by law to indemnify the person against

the liability or legal costs, or

-an indemnity by MGL of the person against the liability or

legal costs, if given, would be made void by law.

MGL has also entered into a Deed of Access, Indemnity,
Insurance and Disclosure {Deed) with each of the Voting
Directors. Under the Deed, MGL, inter alia, agrees to:

—indemnify the Voting Director to the full extent of the

indemnity given in relation to officers of MGL under its

Constitution in force from time to time;

-take cut and maintain an insurance policy against
liabilties incurred by the Voting Director acting as an

officer of MGL or a wholly-owned subsidiary of MGL, or
acting as an officer of another company at the specific
request of MGL or a wholly-owned subsidiary of MGL.
The insurance policy must be in an amournt and on terms

and conditions appropriate for a reasonably prudent

company in MGL's position. The insurance policy must

also be maintained for seven years after the Voting
Director ceases to be a Voting Director or until any

proceedings commenced during that period have been
finally resolved (including any appeal proceedings); and

—grant access to the Voting Director to all company

papers (including Board papers and other documents} of

MGL or a subsidiary.
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31 March 2008 continued

In addition, MGL made an Indemnity and Insurance Deed
Poll on 12 September 2007 (Deed Pcll). The benefit of tha
undertakings made by MGL under the Deed Poll have
been given to each of the Directors, Secretaries, persons
involved in the management and certain other persons, of
MGL, its wholly-owned subsidiaries and other companigs
where the person is acting as such at the specific request
of MGL or a wholly-owned subsidiary of MGL. The Deed
Poll provides for the same indemnity and insurance
arrangements for those persons with the benefit of the
Deed Poll as for the Deed of Indemnity, Access, Insurance
and Disclosure described above. However, the Deed Poll
does not provide for access to company documents of
MGL or any controlled entity of MGL.

The indemnities and insurance arrangements provided for
under the MGL Constitution, the Deed and the Deed Poll,
are broadly consistent with the corresponding indemnities
and insurance arrangements provided under the Macquarie
Bank Limited {*MBL") Constitution and deeds entered into
by MBL., and were adopted by MGL upon the Macquarie
Group restructure, under which MGL replaced MBL as the
parent company of the Group.

MGL maintains a Directors’ and Officers’ insurance policy
that provides cover for each person in favour of whom
such insurance is required to be taken out under the Dead
and the Deed Poll and for MGL in indemnifying such
persons pursuant to the Deed and the Deed Poll.
Individuals covered by the insurance policy pay the
premium attributable to their direct coverage and MGL
pays the premium attributable to the company
reimbursement coverage under the policy. The Directors’
and Officers’ insurance policy prohibits disclosure of the
premium payable under the policy and the nature of the
liahilities insured.

Macquarie Group Limited 2008 Annual Report

Directors’ interests and benefits

A number of Directors have given written notices
stating that they hold office in specified companies and
accordingly are regarded as having a relevant interest
in any contract or proposed contract that may be made
between the Group and any of these companies.
Transactions between the Group and any of these
companies are on normal commercial terms

and conditions.

Other than any benefit that may have been derived from
loans and other financial instrument transactions provided
by and to the Group or a related entity and any amounts
received in respect of previously accrued remuneration, no
Director has, during the financial year and the period to the
date of this report, become entitled to receive any benefit
(other than a benefit included in the aggregate amount of
emoluments received or due and receivable by Directors
shown in this Report, or the fixed salary of a full-time
employee of the Group or of a related entity) by reason of

a contract made by the Group or a related entity with the
Director, or with a firm of which he/she is a member, or with
an entity in which he/she has a substantial financial interest.

Share options

Information on the Group’s share option scheme, options
granted and shares issued as a result of the exercise of
options during or since the end cf the financial year is
contained in note 38 to the full financial report — Employee
equity participation.

No person holding an opticn has or had, by virtue of the
option, a right to participate in a share issue of any other
corporation. No unissued shares, other than those referred
to above, are under option as at the date of this report.



Directors' other relevant interests

The relevant interests of Directors as at 19 May 2008 in managed investment schemes made available by controlled

entities of the Group and other disclosable retevant interests are:

Name and

position Direct interests

Indirect interests

Executive Directors

D.S. Clarke - 285,575 Zero Cost Collars? — 391,617.10 Macquarie Balanced Growth
Fund Units
- 5,000 Macquarie Office Trust Units
- 213,517 Cash Settled Put Options'
- 100,784 Zero Cost Collars®
A.E. Moss — 713,078 Macquarie Airports Stapled Securities — 250,000 Macquarie Capital Aliance Group
- 500,000 Macquarie Communications Stapled Securities
Infrastructure Group Stapled Securities - 10,000 Macquarie CountryWide Trust Units
- 25,000 Macquarie Global Infrastructure - 6,334 Macquarie Office Trust Units
Trust Units - 378,366.17 Macquarie Cash Management
- 162,000 Macquarie Infrastructure Group Stapled Trust Units
Securities
- 10,000 Macquarie Leisure Trust Units
- 48,108.06 Macquarie Newton Australian
Absolute Return Fund Units
- 11,429 Macquarie Office Trust Units
— 51,250 Macquarie Private Equity Trust Units
= 100,000 Macquarie Technology Fund 1A Units
— 414,813.14 Macquarie Cash Management
Trust Units
NW. Moore — 680,415 Macquarie Airports Stapled Securities - 200,000 Macguarie Technology Fund — 1A
- 540,461 Macquarie Capital Aliance Group ordinary shares
Stapled Securities — 272,283 Macquarie Communications
- 483,674 Macquarie Global Infrastructure Infrastructure Group Stapled Securities
Fund (B) Crdinary Units — 64,177 Macquarie Global Infrastructure Fund (B)
- 108,365 Macquarie Global infrastructure Ordinary Units
Fund (D) Ordinary Units — 14,377 Macquarie Global Infrastructure Fund (D)
- 2,531,935 Macguarie Media Group Ordinary Units
Stapled Securities - 3,432,873 Macquarie Airports Stapled Securities
- 5,000,000 Macquarie Reflexion Trusts — 280,504 Macquarie Infrastructure Group
June 2006 (Macquarie Financial Products Stapled Securities
Management Ltd) Units — 623,565 Macquarie Media Group Stapled
- 50,000 Macquarie Nine Film & Television Securities
Investment Fund (Macquarie Financial Products - 2,000,000 Macquarie Global Infrastructure
Management Ltd) ordinary shares Fund lll (B} {(Macgquarie Specialised Asset
- 50 Macquarie Timber Land Trust 2004 Management 2 Lid} Units
(Macquarie Alternative Assets Management - 488,650 Macquarie Capital Alliance Group
Limited) Units Stapled Securities
= 75 Macquarie Timber Land Trust 2006 —2,307,227.37 Macquarie Cash Management
(Macquarie Alternative Assets Management Trust Units
Limited) Units
L.G. Cox - 605,800 High Yield Infrastructure Debt

Trust Units
— 189,236 Macquarie Airports Stapled Securities
- 40,000 MP Structured Fund Units
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31 March 2008 continued

Name and
position Direct interests Indirect interests
Independent
Directors
P.M. Kirby - 159,510 ConnectEast Group Stapled Securities - 42,800 Macquarie Infrastructure Group
— 117,064 Macquarie Infrastructure Group Stapled Securities
Stapled Securities
- 30,000 Macquarie Media Group Stapled
Securities
— 100,000 DUET securities

C.B. Livingstong

- 18,813 Macquarie CountryWide Trust Units
- 66,600.09 Macquarie Cash Management
Trust Units

H.K. McCann

- 103,000 Macquarie Martin Place Trust Units

- 12,500 Macquarie Capital Aliance Group
Stapled Securities

- 50,819 Macquarie Communications
Infrastructure Group Stapled Securities

J.R. Niland

- 58,000 Macquarie Capital Aliance Group
Stapled Securities

- 20,291 Macquarle Infrastructure Group Stapled
Securities

- 50,875 Macquarie Office Trust Units

- 7,500 Macquarie Airports Stapled Securities

H.M. Nugent - 28,611 Macquarie Airports Stapled Securities

PH. Warne - 7,604 DUET Trust Units and 1,066 DUET

Group Units

- 3,175 Macquarie Airports Stapled Securities

- 1,790 Macquarie Infrastructure Group
Stapled Securities

- 11,443 Macquarie Office Trust Units

— 155,983 Macquarie Capital Aliance Group
Stapled Securities

- 217,094 Macquarie nfrastructure Group
Stapled Securities

- 70,418 Macquarie CountryWide Trust Units

- 95,114 Macquarie Office Trust Units

- 941 Macquarie Airports Reset Exchange
Securities Trust Units

— 392 Macquarie Airports Reset Exchange
Securities Trust Units

Macquarie Group Limited 2008 Annual Report




(1} A company in which Mr Clarke has an indirect interest

entered into a Zero Cost Collar transaction with MBL in
respect of 213,617 fully paid ordinary MGL shares, which
had the effect of acquiring cash-settled put options against
movements in the MGL share price below the then current
share price over the periocd from 15 June 2005 to 14 June
2010 in respect of those shares.

{2) Mr Clarke entered into a Zero Cost Collar transaction with

MBL in respect of 153,296 fully paid ordinary MGL shares,
which had the effect of acquiring cash-settled put options
against movements in the MGL share price below the then
current share price and disposing of the benefit of any
share price movermnents above a nominated level over the
period from 16 May 2003 to 12 June 2008, in respect of
those shares. Mr Clarke entered into a Zero Cost Collar
transaction with MBL. in respect of 107,083 fuly paid
ordinary MGL shares, which had the effect of acquiring
cash-settled put options against movements in the MGL
share price below the then current share price and
disposing of the benefit of any share price movements
above a nominated level over the period from 20 May 2003
to 12 June 2008, in respect of those shares. Mr Clarke
entered into a Zero Cost Collar transaction with MBL in
respect of 25,196 fully paid ordinary MGL shares, which
had the effect of acquiring cash-settled put options against
movements in the MGL share price below the then current
share price, and disposing of the benefit of any share price
movements above a nominated level over the period from
19 August 2004 10 18 August 2009 in respect of those
shares.

(3) A company in which Mr Clarke has an indirect interest

enterad into a Zero Cost Collar transaction with MBL in
respect of 100,784 fully paid ordinary MGL shares, which
had the effect of acquiring cash-settled put options against
movements in the MGL share price below the then current
share price and disposing of the benefit of any share price
movements above a nominated level over the period from
16 May 2003 to 12 June 2008, in respect of those shares.

(@) The transactions in (1) to (3) above do not relate to MGL

shares in respect of which the relevant persons are not
permitted by MGL policy to minimise their equity risk.

Environmental regulations

The Group and its controlled entities have policies and
procedures in place that are designed to ensure that,
where operations are subject to any particular and
significant environmental regulation under a law of the
Commonwealth or of a State or Territory, those obligations
are identified and appropriately addressed.

The Directors have determined that there has not been
any material breach of those obligations during the
financial year.

Non-audit services

Details of the amounts paid or payable to the auditor of
the Group, PricewaterhouseCoopers (‘PwC”), and its
related practices for non-audit services provided, during
the year, is disclosed in note 49 to the full financial report
— Audit and other services provided by
PricewaterhouseCoopers (“PwCT.

The Group's external auditor policy, which is discussed in
the Group's Corporate Governance Statement contained in
the 2008 Annual Review, states that the external auditor is
not to provide non-audit services under which the auditor
assumes the role of management, becomes an advocate
for the Group, or audits its own professional expertise. The
policy also provides that significant permissible non-audit
assignments awarded to external auditors must be
approved in advance by the Board Audit and Compliance
Committee or the Committee Chairman, as appropriate.

The Board Audit and Compliance Committee has reviewed
a summary of non-audit services provided during the year
by PwC and its related practices, and has confirmed that
the provision of non-audit services is compatible with the
general standard of indspendence for auditors imposed by
the Corporations Act 2001 (Cth) {“the Act”). This has been
formally advised to the Board of Directors. Consequently,
the Directors are satisfied that the provision of non-audit
services during the year, by the auditor and its related
practices did not compromise the auditor independence
requirements of the Act.

Auditor's independence declaration

A copy of the auditor's independence declaration, as
required under section 307C of the Act, is set cut on page
119 at the end of this report.

Rounding of amounts

In accordance with Australian Securities & Investments
Commission Class Qrder 98/0100 (as amended), amounts
in the Annual Report have been rounded off to the nearest
million dollars unless otherwise indicated.

This report is made in accordance with a resolution of
the Directors.

foa B

David Clarke
Non-Executive Chairman

ANl P pner

Allan Moss
Managing Director and Chief Executive Officer

Sydney
19 May 2008
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Directors’ experience and special responsibilities

David S Clarke, AQ, BEc (Hons), Hon DScEcon (Syd),
MBA (Harv) (age 66)

Non-Executive Chairman - joined the Board in

August 2007

Chairman of the Board Nominating Committee
Chairman of the Board Risk Committee

Member of the Board Remuneration Committee

David Clarke has been Non-Executive Chairman of MGL
since August 2007 and has been Non-Executive Chairman
of MBL since 1 April 2007. He was Executive Chairman of
MBL from its formation in 1985 until 31 March 2007. From
1971 to 1977, he was Joint Managing Director of Hii
Samuel Australia Limited {predecessor to MBL), from 1977
to 1984 Managing Diractor and from 1984, Executive
Chairman. He is also Chairman of Australian Vintage
Limited {since November 1991), Goodman International
Limited (since October 2000), Poole's Rock Wines Pty Lid,
the Sydney University Football Club Foundation and the
George Gregan Foundation. He is an associate of ASX
Limited and a member of the Irvestment Advisory
Committee of the Australian Olympic Foundation, a
member of the Harvard Business School Asia Pacific
Advisory Committee, a member of the Seoul International
Business Advisory Council, the Board of the Centre for the
Mind and the Bloomberg Asla Pacific Advisory Board. He
is also a member of Council of the Roya! Agricultural
Society of NSW and an honorary life member of the
Financial Markets Foundation for Children. He is a membxer
of the Corpaorate Governance Committee of the Australian
Institute of Company Directors and Vice President of the
Sydney University Cricket Club. He was previously
Chairman of the management companies of Macquarie
ProLogis Trust {from June 2002 until March 2007),
Macquarie Office Trust {from June 1987 until March 2007}
and Macquarie CountryWide Trust {from June 1995 until
March 2007). Mr Clarke is a resident of New South Wales.
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Allan E Moss, AQ, BA LLB (Hons) (Syd), MBA {Harv)
(age 58)

Managing Director and Chief Executive Officer

- joined the Board in August 2007

Executive Voting Director

Member of the Board Risk Committee

Allan Moss was appointed Managing Director and Chief
Executive Officer of MGL in August 2007. In November
2007, with the restructure of the Macquarie Group, he
ceased to be Managing Director and Chief Executive
Officer (“CEQ") of MBL. Mr Moss will retire as Managing
Director and CEQ of MGL on 24 May 2008. Mr Moss
joined Hill Samuel Australia Limited (predecessor to MBL)
in the Corporate Services Group in 1977 and in 1982
became a Director of Hill Samuel Australia Limited. In 1983,
he led the team responsible for preparing the submission
to the Australian Government for the formation of
Macquarie Bank. The following year, he founded the Risk
Management Group which is responsible for MGL's credit
and other prudential controls. In 1986, Mr Moss was made
responsible for the Corporate Banking Group. He was
appointed Head of the Financial Markets Group in 1988
and Deputy Managing Director the following year. Mr Moss
became Managing Director of MBL in 1993. Mr Moss is a
resident of New South Wales.

Nicholas W Moorg, BCom LLB (UNSW), FCA (age 49)
Executive Vioting Director since February 2008
Member of the Board Risk Committee

Nicholas Moore joined the Corporate Services Division of
MBL in 1986. He led a range of transactions, including Hills
Motorway, which led the development of Macquarie's
infrastructure business. In 1996, Mr Moore was appointed
Head of the Project and Structured Finance Division. In
1998 he was appointed Head of the Asset and
Infrastructure Group and then Head of the Capital Markets
Group {predecessor to Macquarie Capital) on its inception
in 2001. In this role, he oversaw significant growth in
Macquarie Capital's net income through the global growth
of the advisory, fund management, financing and securities
businesses. He was a Director of Macquarie Infrastructure
Group (from January 1996 to April 2008}, Macquarie
Airports {from August 1996 to April 2008), Macquarie
Communications Infrastructure Group (from February 1998
to April 2008), Macquarie Capital Aliance Group {from
August 2003 to April 2008) and Macqguarie Media Group
(from September 2005 to April 2008). On Mr Moss'
retirement in May 2008, Mr Moore will become Chief
Executive Officer and Managing Director of MGL.

Mr Moore is a resident of New South Wales.




Laurence G Cox, AQ, BCom (Melb), FCPA, SF Fin
(age 69)

Voting Director ~ joined the Board in August 2007
Executive Voting Director

Mernber of the Board Risk Committee

Laurie Cox joined the Board of MBL as a Non-Executive
Director and also became Joint Chairman of Macquarie
Corporate Finance Limited in January 1996. He was
appointed an Executive Director of MBL in March 2004,
He was previously Executive Chairman of the Potter
Warburg Group of Companies and a Director of

8 G Warburg Securities of London. Mr Cox was Chairman
of Australian Stock Exchange Limited (now Australian
Securities Exchange Limited) from 1989 to 1934, He was a
Director of ASX from its inception in 1987, a Diractor of
Securities Exchanges Guarantee Corporation from 1987

ta 1995, and a member of the Executive Committee of the
Internationale Bourses des Valeurs from 1990 to 1992

He is alsc a former member of the International Markets
Advisory Board of The NASDAQ Stock Market (USA), a
former Chairrman of Transurban Group (from February 1996
to February 2007} and is currently an associate of ASX.

He is Chairman of SMS Management & Technology Limited
{since May 2001} and the Murdoch Childrens Research
Institute and is a Director of Research Australia Limited.

Mr Cox was appeinted to the Board of OneSteel Limited
(“OneSteel”) in September 2007 and was a Director of
Smorgon Steel Group Limited from Septemnber 1998 until
its merger with OneSteel in September 2007. Mr Cox is a
resident of Victoria.

Peter M Kirby, BEc (Rhodes), BEc (Hons) (Natal),

MA (Manch), MBA (Wits) (age 60)

Independent Voting Director - joined the Board in
August 2007

Member of the Board Audit and Compliance Committee
Member of the Board Corporate Governance Committee
Member of the Board Risk Committeg

Peter Kirby joined the Board of MBL as an Independent
Voting Director in June 2003. Mr Kirby was the Managing
Director and Chief Executive Officer of CSR Limited from
1998 to March 2003. He was a member of the Board of
the Business Council of Australia from 2001 to 2003. Mr
Kirby received the Centenary Medal in 2003. Prior to joining
CSR, Mr Kirby was with the Imperial Chemical Industries
PLC group (“ICI") for 25 years in a variety of senior
management positions around the world, including
Chairman/CEQ of ICI Paints, responsible for the group’s
coatings businesses worldwide, and a member of the
Executive Board of ICI PLC, with responsibility for IC
Americas and the western hemisphere, Mr Kirby is a
Dirgctor of Orica Limited (since July 2003} and the Beacon
Foundation. He is a former Chairman and Director of
Medibank Private Limited. Mr Kirby is a resident of Victoria.

Catherine B Livingstone, AQ, BA (Hons) (Macquarie),
FCA, FTSE (age 52)

independent Voting Director - joined the Board in

August 2007

Chairman of the Board Audit and Compliance Committee
Member of the Board Nominating Committee

Member of the Board Risk Committee

Catherine Livingstone joined the Board of MBL as an
Independent Vioting Director in November 2003,

Ms Livingstone was the Managing Director of Cochlear
Limited from 1994 to 2000. Prior to that she was the Chief
Executive, Finance at Nucleus Limited and before that held
a variety of finance and accounting roles including having
been with chartered accountants, Price Waterhouse, for
several years. Ms Livingstone was also previously
Chairman of the CSIRO and a Director of Goodman Fielder
Limited and Rural Press Limited. Ms Livingstone was
awarded the Centenary Medal in 2003 for service to
Australian Society in Business Leadership and was elected
a Fellow of the Australian Academy of Technological
Sciences and Engineering in 2002. She is a Director of
Telstra Corporation Limited (since Novernber 2000) and
WorleyParsons Limited (since July 2007), a member of the
Boards of the Macquarie Graduate School of Management
and Future Directions International Pty Ltd and is a
member of the New South Wates Innovation Council and
Australia's National Innovation System Review Panel.

Ms Livingstone is a resident of New South Wales.

H Kevin McCann, AM, BA LLB {Hons) (Syd), LLM
(Harv), FAICD (age 67)

Independent Voting Director — joined the Board in

August 2007

Lead Independent Voting Director

Chairran of the Board Corporate Governance Cornrnittee
Member of the Board Audit and Compliance Committee
Member of the Board Risk Committee

Kevin McCann joined the Board of MBL as an Independent
Voting Director in December 1998. Mr McCann is a former
Partner and Chairman of Allens Arthur Robinson, a leading
firm of Australian lawyers. He was a Partner at the firm
from 1970 to 2004, He practiced as a commercial lawyer
specialising in Mergers and Acquisitions, Mineral and
Resources Law and Capital Markets Transactions. He is
Chairman of Healthscope Limited (since March 1994),
Origin Energy Lirmnited (since February 2000) and the
Sydney Harbour Federation Trust, a Director of BlueScope
Steel Limited (since May 2002) and a Member of the
Takeovers Panel and the Council of the National Library of
Australia and is a NSW Councillor of the Australian Institute
of Company Directors. He is a former Chairman of Triako
Resources Limited (April 1999 to September 2006).

Mr McCann Is a resident of New South Wales,
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John R Niland, AC, BCom, MCom, HonDSc (UNSW),
PhD {litinois), DUniv (SCU}, FAICD (age 67}
Independent Voting Director — joined the Board in
August 2007

Member of the Board Corporate Governance Cormmittee
Member of the Board Remuneration Committee
Member of the Board Risk Committee

John Niland joined the Board of MBL as an Independent
Voting Director in February 2003. Dr Niland is a Professor
Emeritus of the University of New South Wales (UNSW)
and was Vice-Chancellor and President of UNSW from
1992 to 2002, Before that he was the Dean of the Faculty
of Commerce and Economics. He is currently Chairman of
the Centennial Park and Moore Park Trust and of Campus
Living Funds Management Limited. He is a member of the
University Grants Committee of Hong Kong and a member
of the Board of Trustees of Singapore Management
University, where he chairs the Finance and Remuneration
Committee. In the region he is also active in providing
consulting advice on governance and globalisation
strategies to various government bodies and universities.
Professor Niland is a former Chief Exacutive of the State
Pollution Control Commission and Executive Chairman of
the Environment Protection Authority. He has served on the
Australian Universities Council, the Prime Minister’s
Science, Engineering and Innovation Council, and the
Boards of realestate.com.au Limited, St Vincent's Hospital
and the Garvan Institute. He is a former President of the
National Trust of Australia (NSW). Or Niland is a resident

of New South Wales.

Heten M Nugent, AQ, BA (Hons), PhD (Qld), MBA {Harv}
(age 59)

Independent Voting Director - joined the Board in

August 2007

Chairman of Board Remuneration Committee

Member of Board Nominating Committee

Member of the Board Risk Committee

Helen Nugent has held a number of roles in the finance
sector. She Is currently Chairman of Funds SA and Swiss
Re Life and Health (Australia) Limited and previously was
Director of Strategy, Westpac Banking Corporation (1894
to 1999), a Non-Executive Cirector of the State Bank of
New South Wales (1993 to 1994) and a Non-Executive
Director of Mercantile Mutual {1992 tc 1984). Currently, she
is also a Director of Origin Energy Limited (since March
2003) and the Australlan Davos Connection, a member of
the Board of Freehills. She is a former Chairman of Hudson
{Australia and New Zealand) and is a former Director of
UNITAB (July 1999 to October 2006} and Carter Holt
Harvey (May 2003 to June 2006). She was formerly Deguty
Chairman of the Australia Council and Chairman of the
Major Performing Arts Board of the Australia Council and in
1999, she was Chairman of the Ministerial Inquiry into the
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Major Performing Arts. Prior to joining Westpac, Dr Nugent
was Professor in Management and Director of the MBA
Program at the Australian Graduate School of Management
and a partner at McKinsey and Company. Dr Nugent is a
resident of New South Wales.

Peter H Warne BA (Macquarie) (age 52)

Independent Voting Director — joined the Board in
August 2007

Member of the Board Audit and Compliance Committea
Member of the Board Remuneration Committee
Member of the Board Risk Committee

Peter Warne was Head of Bankers Trust Australia Limited's
{(“BTAL") Financial Markets Group from 1988 to 1999. Prior
to this he held a number of roles at BTAL. He was a
Director and Deputy Chairman of the Sydnay Futures
Exchange (“SFE”) from 1995 to 1999 and a Director from
2000 to 2008. When the SFE merged with the Australian
Stock Exchange {now Australian Securities Exchange)
(“ASX" in July 2006 he became a Director of ASX Limited.
Currently, he is also Chairman of Next Financial Limited,
ALE Property Group (since September 2003} and Capital
Markets CRC Limited, Mr Warne is a Director of WHK
Group Limited (since May 2007), Global Approach Limited
{since April 2008) and Securities Research Centre of Asia
Pacific Limited, and a Member of the Advisory Board of the
Australian Cffice of Financial Management. He is a former
Director of Macquarie Capital Alliance Group (from March
2005 to June 2007). Mr Wame is a resident of New South
Wales.

Company secretaries’ qualifications and experience

Dennis Leong, BSc BE (Hons) (Syd), MCom {UNSW),
CPA, FCIS
Company Secretary since 12 October 2006

Dennis Leong is an Executive Director of Macquarie Group
and Head of the Group’s Company Secretarial and Investor
Relations Division, which is responsible for the Group's
company secretarial requirements and professional risks
insurances and MGL's employee equity plans and investor
relations. He has had over 14 years company secretarial
experignce and 12 years expetience in corporate finance

at Macquarie and Hill Samugl Australia Limited.

Michael Panikian, BBus (UTS) CA F Fin
Assistant Company Secretary since 27 August 2007

Michael Panikian is a Division Director of Macquarie
Group. Mr Panikian has 10 years experience at Macquatie
in a range of Financial Reporting, Human Resources and
Company Secretarial roles. He was praviousty an Audit
Supervisor at Coopers & Lybrand (now known as
PricewaterhouseCoopers} and has worked in finance
roles for other investment banks in London.




PRICEAATERHOUSE(QOPERS

As lead auditor for the audit of Macquarie Group Limited for
the year ended 31 March 2008, | declare that to the best of
my knowledge and belief, there have been:

(a) no contraventions of the auditor independence
requirements of the Corporations Act 2001 in retation
to the audit; and

{b) no contraventions of any applicable code of professional
conduct in relation to the audit.

This declaration is in respect of Macquarie Group Limited
and the entities it controlled during the year.

"Z-;‘..._ M
lan Hammond

Partner
PricewaterhouseCoopers

Sydney
19 May 2008
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
Notes $m $m $m $m
Interest and similar income 3 6,698 4,632 s -
Interest expense and similar charges 3 (5,881) {3.904) (375) -
Net interest income 817 728 6 -
Fee and commission income 3 4,645 3,540 - -
Net trading income 3 1,835 1,047 - -
Share of net profits of associates
and joint ventures using the equity method 3 156 242 - -
Other operating income and charges 3 795 1,624 {2) -
Total net operating income 8,248 7.181 4 -
Employment expenses 3 (4,177) (3,733) (1) -
Brokerage and commission expenses 3 (702) {421) - -
Occupancy expenses 3 (264) {226) - -
Non-salary technology expenses 3 (214) {163 - -
Other expenses 3 (686) {710) {16) -
Total operating expenses (6,043) {5,253) 17 -
Operating profit/(loss) before income tax 2,205 1928 (13 -
Income tax (expense)/benefit 6 @1 {377) 5 -
Profit/{loss) attributable to equity holders of
Macquarie Group Limited from ordinary
activities after income tax 1,888 1,551 (8) -
Distributions paid or provided:
Macquarie Income Preferred Securities (50) (54) - -
Macquarie Income Securities {34) (31) - -
Other minority interests {1 {3) - -
Profit attributable to minonty interest (85) (88) - -
Profit/(loss) attributable to ordinary equity hoiders
of Macquarie Group Limited 1,803 1,463 {8) -
Cents per share
Basic eamnings per share 8 670.6 591.6
Diluted eamings per share 8 653.5 569.8

The above income staterents should be read in conjunction with the accompanying notes.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
Notes $m $m $m $m
Assets
Cash and balances with central banks 7 3 - -
Due from banks 9 10,110 6,120 - -
Cash collateral on securities borrowed
and reverse repurchase agreements 10 22,906 25,909 - -
Trading portfolio assets 11 15,807 15,518 - -
Loan assets held at amortised cost 12 52,407 45,796 - -
Cther financial assets at fair value
through profit or loss 14 4,131 2779 - -
Derivative financial instruments — positive values 42 21,136 11,913 - -
Other assets 15 10,539 10,444 1 -
Investment securities available for sale 16 16,454 6,060 - -
Intangible assets 17 494 100 - -
Life investment contracts and
other unit holder assets 18 5,699 5,847 - -
Due from controlled entities - - 13,891 -
Interest in associates and joint ventures
using the equity method 19 5,500 4,071 - -
Property, plant and equipment 20 375 378 - -
Investments in controllied entities 21 - - 23,693 -
Deferred income tax assets 22 718 457 1 -
Non current assets and assets of disposal
groups classified as held for sale 23 967 994 - -
Total assets 167,250 136,389 37.586 -
Liabilities
Due to banks 24 10,041 4127 4,864 -
Cash collateral on securities lent and
repurchase agreements 25 13,781 7,489 - -
Trading portfolio liabilities 26 11,825 15,922 - -
Derivative financiat instruments — negative values 42 21,399 11,069 - -
Deposits 15,783 12,403 - -
Debt issued at amortised cost 27 57,115 51,365 - -
Other financial liabilities at fair value through
profit or lIoss 28 6,288 5,552 - -
Other liabilities 29 12,210 11,958 - -
Current tax liabilities 193 132 49 -
Life investment contracts and other
unit holder liabilities 5,689 5,781 - -
Due to controlled entities - - 8,855 -
Provisions 30 179 153 - -
Deferred income tax liabilities 22 121 78 - -
Liabilities of disposal groups classified as
held for sale 23 215 170 - -
Total iiabilities excluding loan capital 154,839 126,199 13,768 -
Loan capital
Subordinated debt at amortised cost 1,704 1,783 - -
Subordinated debt at fair value through
profit or loss 646 888 - -
Total loan capital 32 2,350 2671 - -
Total liabilities 157,189 128,870 13,768 -
Net assets 10,061 7,519 23,818 -

Macquarie Group Limited 2008 Annual Report
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Consolidated  Consolidated Company Comparny
2008 2007 2008 2007
Notes $m $m $m sm
Equity
Contributed equity
Ordinary share capital 33 4,534 3,103 24,180 -
Treasury shares 33 {12) Ny - -
Exchangeable shares 33 133 - - -
Reserves 34 456 380 42 -
Retained earnings 34 3,718 2,795 (404) -
Total capital and reserves attributable
to ordinary equity holders of
Macquarie Group Lirmited 8,829 6,271 23,818 -
Minority interests
Macquarie Income Prefermed Securities 34 752 841 - -
Macquarie Income Securities 34 Kith| 391 - -
Other minority interests 34 89 16 - -
Total equity 10,061 7,519 23,818 -

The above balance shests should be read in conjunction with the accompanying notes.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m 3m $m $m
Total equity at the beginning of the year 7,519 5337 - -
Available for sale investments, net of tax {5} 77 - -
Associates and joint ventures (note 34) {6) (12) - -
Cash flow hedges, net of tax (note 34) 24 8 - -
Exchange differences on translation of foreign cperations (109) 3 - -
Net (expense)/income recognised directly in equity (96) 70 - -
Profit/(loss) from ordinary activities
after income tax 1,888 1,551 8) -
Total recognised income and expense for the year 1,792 1,621 8) -
Transactions with equity holders in their capacity
as equity holders:
Contributions of equity, net of transaction costs 1,388 1,160 24,166 -
Dividends and distributions paid or provided (note 7) (880) (602) (396) -
Minority interest:
Contribution/{reduction) of equity, net of transaction costs 75 21) - -
Changes in retained eamings due to acquisitions and disposals (2 30 - -
Distributions paid ar provided (85) {88) - -
Cther equity movernents:
Net movement on issue of exchangeable shares {note 33} 133 - - -
Share based payments (note 34} 126 &7 56 -
Net purchase of treasury shares {5) 1)) - -
Total equity at the end of the year 10,061 7,519 23,818 -
Total recognised income and expense for the year
is attributable to:
Ordinary equity holders of Macquarie Group Limited 1,796 1,533 (8} -
Macquarie Income Preferred Securities holders (39) 54 - -
Macquarie Income Securities holders 34 31 - -~
Other minority interests 1 3 - -
Total recognised income and expense for the year 1,792 1,621 {8) -

The above statements of changes in equity should be read in conjunction with the accompanying notes.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
Notes Sm $m $m $m
Cash flows from operating activities
Interest received 5,894 4,461 381 -
Interest and other costs of finance paid {5,788) {3.828) (358) -
Dividends and distributions received” 407 460 16,635 -
Fees and other non-interest income received 4,679 3,572 - -
Fees and commissions paid {704) (380) - -
Nat receipts/{payments) from trading securities and
other financial assets/liabilities 8,289 {8,281) - -
Payments to suppliers {1,698) (797} (19) -
Employment expenses paid (3,531) (2,377) N -
Income tax paid (365) {626) (66) -
Life investment contract income 497 415 - -
Life investment contract premiums received
and other unit holder contributions 3,225 2,594 - -
Life investment contracts payments (2,773) (2.469) - -
Assets of disposal groups classified as held for sale
- net receipts from operations 164 173 - -
Lean assets granted (net) {6,675) {11,621) {13,767) -
Proceeds from bridge facility provided by a controlled entity 36 - - 8,800 -
Recovery of loans previcusly written off 6 3 - -
Net increase in amounts due to other financial
institutions, deposits and other borrowings 16,984 17,726 4,847 -
Net cash flows from/{used In) operating activities 35 18,611 {975) 16,452 -
Cash flows from investing activities
Payments for financial assets available for sale
and at fair value through profit or ioss (58,296) (14,651} - -
Proceeds from the realisation of financial assets
available for sale and at fair value through profit or loss 55,042 13,762 - -
Payments for interests in associates (2,954) (1,525} - -
Proceeds from the sale of associates 1,008 1,080 - -
Payments for the acquisition of assets and disposal
groups classified as held for sale, net of cash acquired 812) {1,750 - -
Proceeds from the sale of assets and disposal groups
classified as held for sale, net of cash disposed 1,562 2,159 - -
Payments for the acquisition of controlled entities,
excluding disposal groups, net of cash acquired (931) (25) {19,240) -
Proceeds from the disposal of controlled entities,
excluding disposal groups, net of cash deconsolidated 107 - - -
Payments for life investment contracts and other unit holder assets {7.031) {6.083) - -
Proceeds from the sale of life investment contracts and
other unit holder assets 6,037 5,520 - -
Payments for property, plant and equipment (164} (199} - -
Proceeds from the sale of property, plant and equipment 52 7 - -
Return of capital from a controlled entity 1 - - 3,000 -
Net cash flows used in investing activities (6,380) (1,705} (16,240) -
Cash flows from financing activities
Proceeds from the issue of ordinary shares 1,089 946 70 -
Proceeds from other minority interests 62 5 - -
Repayment of subordinated debt (225) - - -
Issue of subordinated debt - 1,394 - -
Dividends and distributions paid {668) {472 {282) -
Net cash flows from/(used in) financing activities 258 1,873 {(212) -
Net increasef{decrease) in cash 12,489 (807 - -
Cash and cash equivalents at the beginning of the financial year 8,326 9,133 - -
Cash and cash equivalents at the end of the financial year 35 20,815 8,326 - -

The above cash flow statements should be read in conjunction with the accompanying notes.

* Dividends received by the Company were treated as a return of capital {i.e. reduction in investment).
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Note 1. Macquarie Group Restructure

On 13 November 2007, the Macquarie Group
restructured into a non-operating helding company
structure. This followed receipt of the requisite approvale
by Macquarie Bank Limited (“MBL") shareholders and
optionholders, as well as the Federal Treasurer, Australian
Prudential Regulation Authority (“APRA") and the Federal
Court of Australia. This restructure resulted in Macquarie
Group Limited (“MGL") being established as the ultimate
parent of the Macquarie Group (“the Group”). The
Macquarie Group comprises two separate sub-groups, a
Banking Group and a Non-Banking Group.

On restructure, ordinary shareholders and optionholders
of MBL obtained one MGL ordinary share/option for each
ordinary share/option they held in MBL prior to
implementation of the restructure.

The restructure was accounted for as a reverse acquisition
in MGL's 31 March 2008 consolidated financial statements,
with MBL identified as the acquirer in accordance with
AASB 3 Business Combinations. MGL's consolidated
financial statements are presented as a continuation of the
Macquarie Group. The comparative information presented
is consistent with the disclosures made in the consolidated
financial statements of MBL at 31 March 2007.

Under the restructure, following MBL becoming a legal
controlled entity of MGL, MBL sold certain controlled
entities and assets to the Non-Banking Group for fair velue
at the restructure date. The majority of MBLUs profit on sale
of these controlled entities was distributed by MBL via
dividends to MGL. MBL also obtained shareholder
approval to reduce its capital by $3.0 billion. The funds
received by MGL from these transactions were contributed
to the capital base of the Non-Banking Group and assisted
in financing the acquisition of the controlled entities and
assets from MBL by the Non-Banking Group. MBL also
paid a dividend to MGL of $2.25 billion and MGL
simultaneously subscribed the same amount to MBL

as a capital injection. These transactions occurred on

16 November 2007. On 19 Novermnber 2007, a new holding
company (Macquarie B.H. Pty Limited) was introduced
hetwaen MGL and MBL. All of these transactions were
internal to the Macquarie Group and did not impact MGL
ordinary shareholders.
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Note 2. Summary of significant accounting policies

i) Basis of preparation

The principal accounting policies adopted in the
preparation of this financial report and that of the previous
financial year are set out below. These policies have been
consistently applied to all the periods presented, unless
otherwise stated.

This financial report is a general purpose financial report
which has been prepared in accordance with Australian
Accounting Standards {which includes Australian
Interpretations by virtue of AASB 1048 Interpretation and
Appiication of Standards) and the Corporations Act 2001.

Compliance with IFRS as issued by the I1ASB
Compliance with Australian Accounting Standards ensures
that the financial report complies with International
Financial Reporting Standards {*IFRS”) as issued by the
International Accounting Standards Board (“lASB™).
Consequentty, this financial report has also been prepared
in accordance with and complies with IFRS as issued by
the IASB.

Historical cost convention

This financial report has been prepared under the
historical cost convention, as modified by the revaluation
of investment securities available for sale and certain
other assets and liabilities (including derivative instruments)
at fair value.

Critical accounting estimates and significant judgements
The preparation of the financial report in conformity with
Australian Accounting Standards requires the use of certain
critical accounting estimates. It also requires management
to exercise judgement in the process of applying the
accounting policies. The notes 1o the financial statements
set out areas involving a higher degree of judgement or
complexity, or areas where assumptions are significant to
the Company and Group financial report such as:

—fair value of financial instruments (note 48);

—impairment losses on Ioans and advances, associates,
joint ventures and held for sale investments (notes 2{xi),
13 and 43);

-acquisitions and disposals of controlled entities, joint
ventures and associates, and held for sale investments
(notes 2(ii}, 209, 19, 21 and 23};

—consolidation of special-purpose entities (notes 2(i),

12 and 27); and
- recoverability of deferred tax assets (notes 2(vi), 6 and 22).

Estimates and judgements are continually evaluated and
are based on historical experience and aother factors,
including reasonable expectations of future events.
Management believes the estimates used in preparing the
financial report are reasonable. Actual results in the future
may differ from those reported.



Note 2. Summary of significant accounting policies
continued

Standards, interpretations and amendments to
published standards that are not yet effective

Certain revised standards and amendments to existing
standards have been published that are mandatory for the
Company and Group for accounting periods beginning on
or after 1 April 2008 or later periods but which the
Company and Group have not yet adopted. The significant
ones are as follows:

AASB 101: Presentation of Financial Statements and
AASB 2007-08: Amendments to Australian Accounting
Standards anising from AASB 101 (effective from

1 January 2009). A revised AASB 101 was issued in
September 2007 and is applicable for annual reporting
periods beginning on or after 1 January 2009. It requires
the presentation of a staternent of comprehensive
income and makes changes to the statement of changes
in equity, but will not affect any of the amounts
recognised in the financial statements. If an entity has
made a prior pericd adjustment or has reclassified items
in the financial statements, it will need to disclose a third
balance sheet {statement of financial position), this ong
being as at the beginning of the comparative period.

AASB 3: Business Combinations and AASB 127
Consolidated and Separate Financial Staternents and
AASB 2008-3 Amendments to Austrafian Accounting
Standards arising from AASB 3 and AASB 127 (effective
from 1 July 2009). These standards amend the
accounting for certain aspects of business combinations
and changes in ownership interests in controlled entities.
Consequential amendments are made to other
standards, AASB 128: investrnents in Associates and
AASB 131: Interests in Joint Ventures. Changes include:

- transaction costs are recognised as an expense at the
acquisition date, uniess the cost relates to issuing debt
or equity securities;

- contingent consideration is measured at fair value at the
acquisition date {allowing for a 12 month period post-
acquisition to affirm fair vafues) without regard to the
probability of having to make a future payment, and all
subsequent changes in fair value are recognised in profit;

- changes in control are considered significant economic
events, thereby requiring ownership interests to be
remeasured to their fair value (and the gain/loss
recognised in profit) when control of a controlled entity
is gained or lost;

- changes in a parent’s ownership interest in a controlled
entity that do not result in a loss of control (e.g. dilutionary
gains) are recognised directly in equity.

Until future acquisitions take place that are accounted for
in accordance with revised AASB 3, the impact on the
Macquarie Group is not kriown.

Standards early adopted

AASB 8: Operating Segments and AASB 2007-3:
Amendrnents to Australian Accounting Standards arising
from AASB 8 (effective from 1 April 2009) were issued by
the AASB in February 2007. The entity has made a
formal election to early adopt this standard. The
standard requires the 'management approach’

to disclosing information about its reportable

segments. The financial information will be reported on
the same basis as is used intemally by the chief decision
maker for evaluating operating segrment performance
and on deciding how to allocate resources to operating
segments. Such information will be provided using
different measures to that used in preparing the income
statement and balance sheet,

i) Principles of consolidation

Controlled entities

The consolidated financial report comprises the financial
report of the Company and its controlled entities (together,
“the Group”). Controlled entities are all those entities
(including special purpose entities) over which the
Company has the power to govern directly or indirectly
decision-making in relation to financial and operating
policies, s0 as to require that entity to conform with the
Company's objectives. The effects of all transactions
between entities in the Group have been eliminated in full,
Minority interest in the results and equity of controlled
entities, where the Company owns less than 100 per cent
of the issued capital, are shown separately in the
consolidated income statement and balance sheet.

Where control of an entity was obtained during the financial
year, its results have been included in the consolidated
income statement from the date on which controt
commenced, Where control of an entity ceased during the
financial year, its results are included for that part of the
financial year during which controk existed.

Controlled entities held by the Company are carried in its
separate financial statements at cost in accordance with
AASB 127: Consolidated and Separate Financial
Statements. When the Macquarie Group restructured,
Macquarie Group Limited's cost of investment in controlled
entities was determined at the fair value of the investmant
received (i.e. $24 bilion), The IASB issued an exposure
draft in late December 2007 that attempts to address the
accounting for such restructures and could have the effect
of MGL restating its cost of investment in the Banking
Group to historical book value. The cutcome of the IASB’s
due process is uncertain at this stage, and consequently
the investment may or may not be restated in a

future period.
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Note 2. Summary of significant accounting policies
continued

The Company and Group determine the dates of obtaining
control {L.e. acquisition date) and losing control {i.e. disposal
date) of another entity based on an assessment of all
pertinent facts and circumstances that affect the ability to
govern the financial and operating policies of that entity.
Facts and circumstances that have the most impact
include the contractual arrangements agreed with the
counterparty, the manner in which those arrangements are
expected to operate in practice, and whether regulatory
approval is required. The acquisition/disposal date does
not necessarily occur when the transaction is closed or
finalised under law.

Securitisations

Securitised positions are held through a number of Special
Purpose Entities (“SPEs”), which are generally categorised
as Mortgage SPEs and Other SPES, which include certain
managed funds and repackaging vehicles. As the Group is
exposed to the majority of the residual risk associated with
these SPEs, their underlying assets, liabilities, revenues and
expenses are reported in the Group's consolidated balance
sheet and income statement.

When assessing whether the Group controls {and therefore
consolidates} an SPE, judgement is required about risks
and rewards as well as the Group's ability to make
operational decisions for the SPE. The range of factors that
are considered in assessing control are whether:

-a majority of the benefits of an SPE’s activities
are obtained;

—a majority of the residual ownership risks related to the
SPE's assets are obtained;

—the decision-making powers of the SPE vest with the
Group; and

—the SPE's activities are being conducted on behalf of the
Group and according to its specific business needs.

Interests in associates and joint ventures using the
equity method

Associates and joint ventures are entities aver which the
Group has significant influence or joint control, but not
control, and are accounted for under the equity method
except for those which are held for sale {see note 2(<)). The
equity method of accounting is applied in the consolidated
financial report and involves the recognition of the Group's
share of its associates' and joint ventures’ post-acquisition:
profits or losses in the income statement, and its share of
post-acquisition movements in reserves.
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Associates and joint ventures held by the Company are
carried in its separate financial statements at cost in
accordance with AASB 127: Consolidated and Separate
Financial Statements.

The Company and Group determine the dates of obtaining/
losing significant influence or joint control of ancther entity
based on an assessment of all pertinent facts and
circumstances that affect the ability to significantly
influence or jointly controt the financial and operating
policies of that entity. Facts and circumstances that have
the most impact include the contractual arrangements
agreed with the counterparty, the manner in which those
arrangements are expected to operate in practice, and
whether regulatory approval is required to complete. The
acquisition/disposal date does not necessarily occur when
the transaction is closed or finalised under law.

ili) Business combinations

The purchase method of accounting is used to account for
all business combinations, including business combinations
involving entities or businesses under common control.
Cost is measured as the fair value of the assets given,
equity instruments issued or liabilities incurred or assumed
at the date of exchange plus costs directly attributable to
the acquisition. Transaction costs arising on the issue of
equity instruments are recognised directly in equity, and
those arising on borrowings are capitalised and included in
interest expense on an effective yield basis.

Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured
initially at their fair value on the acquisition date. The excess
of the cost of acquisition over the fair value of the Group's
share of the identifiable net assets acquired is recorded as
goodwill. If the cost of acquisition is less than the Group's
share of the fair value of the identifiable net assets of the
business acquired, the difference is recognised directly in
the income statement, but only after a reassessment of the
identification and measurement of the net assets acquired.

Where settlernent of any part of cash consideration is
deferred, the amounts payable in the future are discounted
to their present value as at the date of exchange. The
discount rate used is the entity's incremental borrowing
rate, being the rate at which a similar borrowing could be
obtained from an independent financier under comparable
terms and conditions.

Reverse acquisition for restructure

The restructure of the Macquarie Group has been
accounted for as a reverse acquisition in the consolidated
financial staterments of the Group, with Macquarie Bank
Limited identified as the acquirer in accordance with
AASB 3: Business Combinations. Consequently, the
consolidated financial statements of the Group are
presented as a continuation of the Macquarie Group that
includes both the Banking and Non-Banking Groups.




iv) Foreign currency translations

Functional and presentation currency

ltems included in the financial statements of foreign
operations are measured using the cumrency of the primary
economic environment in which the foreign operation
operates (the functional currency). The Comparny and
Group's financial statements are presented in Australian
dollars (presentation currency), which is the Company's
functional currency.

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and
losses resulting from the settlement of such transactions
and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign
currencies are recognised in the income statemertt, except
when deferrad in equity as a result of meeting cash flow
hedge or net investment hedge accounting requirements.

Translation differences on non-monetary items (such as
equities) held at fair value through profit or loss, are
reported as part of the fair value gain or loss in the income
statement, Translation differences on non-monetary items
{such as equities) classified as available for sale financial
assets are included in the available for sale reserve in
equity, unless they form part of fair value hedge
relationships in which case the transtation differences

are recognised in the income statement.

Controlled and other entities

The results and financial position of all foreign operations
that have a functional currency different from the
presentation currency are translated into the presentation
currency as follows:

—assets and liabilities for each balance sheet presented
are translated at the closing exchange rate at the date of
that balance sheet;

—income and expenses for each income statement are
translated at actual exchange rates at the date of the
transaction; and

—all resulting exchange differences are recognised in a
separate component of equity — the foreign currency
franslation reserve.

On consolidation, exchange differences from the
translation of any net investment in foreign operations
and of borrowings and other foreign currency instruments
designated as hedges of such investments, are taken
directly to the foreign currency translation reserve.

v) Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable. Revenue is recognised for the major
business activities as follows:

tnterest income

Interest income arising from loans and deposits is brought
to account using the effective interest rate method. The
effective interest rate method calculates the amortised cost
of a financial instrument and allocates the interest income
or expense over the relevant period. The effective interest
rate is that rate that exactly discounts estimated future cash
payments or receipts through the expected life of the
financial instrument or, when appropriate, a shorter period,
to the net carrying amount of the financial asset or liability.
Fees and transaction costs associated with loans are
capitalised and included in the effective interest rate and
recognised over the expected life of the instrument. Interest
income on finance leases is brought to account
progressively over the life of the lease consistent with the
outstanding investment balance.

Fee income

Corporate advice and other fees charged in respect of
services provided are brought to account as work is
completed and a fee is agreed with clients. Fees charged
for performing a significant act in relation to funds managed
by the Group are recognised as revenue when that act has
been completed.

Dividends and distributions
Dividends and distributions are recognised as income
upon declaration.

Dividends from controlled entities that are sourced from
pre-acquisition retained earnings are treated as a return
of capital {i.e. reduction of investment),

vi) Income tax

The income tax expense for the year is the tax payable on
the current period's taxable income based on the national

income tax rate for each jurisdiction, adjusted for changes

in deferred tax assets and liabilities and unused tax losses.

Deferred tax assets are recognised when temporary
differences arise between the tax base of assets and
liabilities and their respective carrying amounts which give
rise to a future tax benefit, or where a benefit arises due to
unused tax losses, but are only recognised in both cases
to the extent that it is probable that future taxable amounts
will be available to utilise those temporary differences or tax
losses. Deferred tax liabilities are recognised when such
temporary differences will give rise to taxable amournts
being payable in future periods. Deferred tax assets and
liabilities are recognised at the tax rates expected to apply
when the assets are recovered or the liabilities are settled.

The Company and Group exercise judgement in
determining whether deferred tax assets, particularly in
relation 1o tax losses, are probable of recovery. Factors
considered include the ability to offset tax losses within the
group i the relevant jurisdiction, the length of time that tax
losses are eligible for carry forward to offset against future
profits and whether future profits are expected 1o be
sufficient to recoup losses.
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Note 2. Summary of significant accounting policies
continued

Tax consolidation

Following the Group restructure, the Company has elected
under Section 124-380(5) of the Australian Income Tax
Assessment Act 1897 that the tax consolidated group, of
which Macquarie Bank Limited was the head company, is
to continue to exist at and after the completion time of the
restructure. As a consequence of the election made, the
Cormpany is now recognised as the new head company
of the Macquarie Australian tax consolidated group.

Under the terms and conditions of the tax contribution
agreement, the Companty, as the head entity of the tax
consolidated group, will charge or reimburse its wholly-
owned subsidiaries for current tax liabilities or assets it
fncurs in connection with their activities. As a consequences,
the Cornpany will recognise the current tax balances of its
whoally-owned subsidiaries as if those were its own in
addition to the current and deferred tax amounts arising

in relation to its own transactions, events and balances.
Amounts receivable or payable under a tax contribution
agreement with the tax consolidated entities are recognised
separately as tax-related amounts receivable or payable,

vii) Cash collateral on securities borrowed/lent and
repurchase/reverse repurchase agreements

As part of its trading activities, the Group lends and
borrows securities on a collateralised basis. The securities
subject to the borrowing/lending are not derecognised
fram the balance sheets of the relevant parties, as the risks
and rewards of ownership remain with the initial holder.
Where cash is provided as collateral, the cash paid to third
parties on securities borrowed is recorded as a receivatile,
while cash received from third parties on securities lent is
recorded as a borrowing.

Repurchase transactions, where the Company sells
securities under an agreement to repurchase, and reverse
repurchase transactions, where the Company purchases
securities under an agreement to resell, are also conducted
on a collateralised basis. The securities subject to the
repurchase/reverse repurchase agreements are not
derecognised from the balance sheets of the relevant
parties, as the risks and rewards of ownership remain with
the initial holder. Where cash is provided as collateral, the
cash paid to third parties on the reverse repurchase
agreement is recorded as a receivable, while cash received
from third parties on the repurchase agreement is recorded
as a borrowing.

Fees and interest relating to stock borrowing/lending and
repurchase/reverse repurchase agreements are recognised
in the income statement, using the effective interest rate
method, over the expected life of the agreements.
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The Company and Group continually review the fair value
of the securities on which the above transactions are
based and, where appropriate, requests or provides
additional collateral to support the transactions, in
accgrdance with the underlying agreements.

viii) Trading portfolio

Trading portfolio assets (“long positions”) comprise debt
and equity securities, bank bills, treasury notes, bullion and
commodities purchased with the intent of being actively
traded. Trading portfolio liabilities (“short positions”)
comprise obligations to deliver assets across the same
trading categories, which the Company and Group have
short-sold and are actively traded.

Items included in the trading portfolio are carried at fair
value. Realised gains and losses, and unrealised gains and
losses arising from changes in the fair value of the trading
portfclio are recognised as trading income or expense in
the income statement in the period in which they arise.
Dividend income or expense on the trading portfolio is also
recorded as trading income or expense. Interest income
and expense on the trading portfolio is recognised in the
income statement as interest income or expense.

The Company and Group use trade date accounting when
recording regular way purchases and sales of financial
assets. It recognises from the date the transaction is
entered into (trade date) the resulting financial asset or
liability and any subsequent unrealised profits and losses
arising from revaluing that contract to fair value in the
income statement. When the Group becomes party to a
sales contract of a financial asset, it derecognises the asset
and recognises a trade receivable until settlement date.

ix) Derivative instruments and hedging

Derivative instruments entered into by the Company and
Group include futures, forwards and forward rate
agreements, swaps and options in the interest rate, foreign
exchange, commodity and equity markets. These derivative
instrurments are principally used for the risk management of
existing financial assets and fiabilities.

All derivatives, including those used for balance sheet
hedging purposes, are recognised on the balance sheet
and are disclosed as an asset where they have a positive
fair value at balance date or as a liability where the fair
value at balance date is negative.

Derivatives are initially recognised at fair value on the date a
derivative contract is entered into and subsequently
remeasured to their fair value. Fair values are obtained from
quoted market prices in active markets, including recent
market transactions, and valuation technigues, including
discounted cash flow maodels and option pricing models,
as appropriate. Movernents in the carrying amounts of
derivatives are recognised in the income statement, unless
the derivative meets the requirements for cash flow or net
investment hedge accounting.




The best evidence of a derivative’s fair value at initial
recognition is the transaction price, unless its fair value is
evidenced by comparison with other observable currant
market transactions in the same instrument or based on a
valuation technique whose variables include only data from
observable markets. Where such evidence exists, the
Company and Group recognise profits immediately when
the derivative is recognised.

Cash flow hedges

For a derivative or financial instrument designated as
hedging a cash flow exposure arising from a recognised
asset or liability (or a highly probable forecast transaction),
the gain or loss on the derivative or financial instrument
associated with the effective portion of the hedge is initially
recognised in equity in the cash flow hedge reserve and
subsequently released to the income statement when the
hedged item affects the income statement. The gain or
loss relating to the ineffective portion of the hedge is
recognised immediately in the income statement.

Fair value hedges

For a derivative or financial instrument designated as
hedging a fair value exposure arising from a recognised
asset or liability {or a firm commitment), the gain or loss on
the derivative or financial instrument is recognised in the
income statement immediately together with the loss or
gain on the hedged asset or liabifity that is attributable to
the hedged risk.

Net investment hedges

For a derivative or financial instrument designated as
hedging a net investment in a foreign operation, the gain or
loss on the derivative or financial instrument associated
with the effective portion of the hedge is initially recognised
in the foreign currency translation reserve and subsequently
released to the income statement when the foreign
operation is disposed of. The ineffective portion is
recognised in the income statement immediately.

Derivatives that do not qualify for hedge accounting
Changes in the fair value of any derivative instrument that
does not qualify for hedge accounting are recognised
immediately in the income statement and are included in
net trading income.

x} investments and other financial assets

With the exception of trading portfolio assets and
derivatives which are classified separately in the balance
sheet, the remaining investments in financial assets are
classified into the following categories: loan assets held at
amortised cost, other financial assets at fair value through
profit or loss, investment securities available for sate, and
nen current assets and disposal groups classified as held
for sale. The classification depends on the purpose for
which the investment was acquired, which is determined at
initial recognition and, except for fair value through profit or
loss, is re-evaluated at each reporting date.

Loan assets held at amortised cost

Loan assets which are held at amortised cost on the

balance sheet are non-derivative financial assets with
fixed or determinable payments that are not quoted in
an active market.

Other financial assets at fair value through profit or loss
This category only includes those financial assets which
have been designated by management as held at fair value
through profit or loss on initial recognition. The policy of
management is to designate a financial asset as such if
the asset contains embedded derivatives which must
otherwise be separated and carried at fair vatue if it is part
of a group of financial assets managed and evaluated on a
fair value basis; or by deing so eliminates, or significantly
reduces, a measurement or recognition incansistency that
would otherwise arise. Interest income on such items is
recognised in the income statement in interest income.

Investment securities available for sale

Investment securities available for sale consist of securities
that are not actively traded and are intended to be held for
an indefinite period of time. Such securities are avaitable for
sale and may be sold should the need arise, including
liquidity needs, or considering the impacts of changes in
interest rates, exchange rates or equity prices.

Investment securities available for sale are inttialty carried
at fair value plus transaction costs. Gains and losses
arising from subsequent changes in fair value are
recognised directly in the available for sale reserve in
equity, until the asset is derecognised or impaired, at which
time the cumulative gain or loss will be recognised in the
income statement. Fair values of quoted investments in
active markets are based on cumrent bid prices. If the
relevant market is not considered active {or the securities
are unlisted), fair value is established by using valuation
techniques, including recent arm's length transactions,
discounted cash flow analysis, option pricing modsals
and other valuation technigues commonly used by
market participants.
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Note 2. Summary of significant accounting policies
continued

The Company and Group determine that available for sale
equity investments are impaired when there has been 2
significant or prolonged decline in the fair value below its
cost. The determination of what Is significant or prolonged
requires judgernent. In making this judgement, the
Company and Group evaluate among other factors, the
normal volatility in share price and the amount of time for
which the fair value has been below cost. In addition,
impairment may be appropriate when there is evidencs of
deterioration in the financial condition of the investee,
industry and sector performance, cperationa! and financing
cash flows or changes in technology.

Non current assets and disposal groups classified as
held for sale

This categery includes controlled entities and interests in
associates or joint ventures whose carrying amount will be
recovered principally through a sale transaction rather than
continuing use. The policy of management is 1o classify
these assets as held for sale when it is highly probabls that
the asset will be sold within the twelve months subsequent
to being classified as such.

Assets and liabilities, including those within a

disposal group, classified as held for sale are each
presented separately on the face of the balance sheet.
The revenue and expeanses from disposal groups are
presented net within the income statement and notes to
the financial statements. Financial instruments that are part
of disposal groups within the scope of AASB 5: Non-
current Assets Held for Sale and Discontinued Operations,
are not subject to the disclosures under AASB 7: Finencial
Instrurments: Disclosures.

Assets classified as held for sale are carried at the lower

of carrying amount and fair value less costs to sell. Assets
classified as held for sale, or included within a disposail
group that is classified as held for sale, are not depreciated.

An impairment loss is recognised for any initial or
subsequent write down of the asset to fair value less costs
to sell. A gain would be recognised for any subsequent
increase in fair value less costs to sell, limited by the
previous cumulative impairmeni loss recognised. A gain or
loss not previously recognised by the date of sale would be
recognised at the date of sale.
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xi) Loan impairment review

All loan assets are subject to recurring review and
assessment for possible impairment. All bad debts are
written off in the period in which they are identified.
Provisions for loan losses are based on an incurred loss
maodel, which recognises a provision where there is
ohjective evidence of impairment at each balance date,
and is calculated based on the discounted values of
expected future cash flows,

Specific provisions are recognised where impairment of
individual loans are identified. Where individual loans are
found not to be impaired, they are placed into pools of

assets with similar risk profiles and collectively assessed
for losses that have been incurred but not yet identified.

The Comparny and Group make judgements as to whether
there is any observable data indicating that there is a
significant decrease in the estimated future cash flows from
a portfolio of loans before the decrease can be identified
with an individual loan in that portfolio. This evidence may
include observable data indicating that there has been an
adverse change in the payment status of the borrowers in
a group, or national or local economic conditions that
correlate with defaults on assets in the group. Management
uses estimates based on historical loss experience for
assets with credit risk characteristics and chjective
evidence of impairment similar to those in the pertfolio
when scheduling its future cash flows. The methodology
and assumptions used for estimating both the amount and
timing of future cash flows are reviewed regularly to reduce
any differences between loss estimates and actual loss
experience. Changes in assumptions used for estimating
future cash flows could result in a change in provisions

for loan losses and have a direct impact on the

impairment charge.

xii} Life business

The life business is comprised of insurance contracts and
investment contracts as defined by AASB 4: Insurance
Contracts. The following are key accounting policies in
relation to the life business:

Disclosure

The consolidated financial statements recognise the assets,
liabilities, income and expenses of the life business
conducted by a controlled entity of the Company in
accordance with AASB 139: Financial Instruments:
Recognition and Measurement (‘AASB 139", and AASB
1038: Life Insurance Contracts ("AASB 1038") which apply
to investment contracts and assets backing insurance
liabilities respectively. These amounts represent the total life
business of the controfled entity, including underlying
amounts that relate to both policyholders and shareholders
of the life business.




Investment assets

Investment assets are carried at fair value through profit or
loss. Fair values of quoted investments in active markets are
based on current bid prices. If the relevant market is not
considered active (and for unlisted securities), fair value is
established by using valuation techniques, including recent
arm’s length transactions, discounted cash flow analysis,
option pricing models and cther valuation techniques
commonly used by market participants. Changes in fair
values are recognised in the income statement in the
financial period in which the changes occur.

Restriction on assets

Investments held in the Life Funds can only be used within
the restrictions imposed under the Life Insurance Act 1995.
The main restrictions are that the assets in a fund can only
be used to meet the liabilities and expenses of the fund,
acquire investments to further the business of the fund or
pay distributions when sobtvency and capital adequacy
requirements allow. Shareholders can only receive a
distribution when the capital adequacy requirements of
the Life Insurance Act 1995 are met.

Policy liabilities

Life insurance liabilities are measured as the accumulated
benefits to policyholders in accordance with AASB 139
and AASB 1038, which apply to investment contracts and
assets backing insurance liabilities respectively.

xiii) Property, plant and equipment

Property, plant and equipment are stated at historical cost
less accumulated depreciation and accumulated
impairment losses, if any. Assets are reviewed for
impairment annually. Historical cost includes expenditure
directly attributable to the acquisition of the asset.

Depreciation on assets is calculated on a straight-line basis
to allocate the difference between their cost and their
residual values over their estimated useful lives, at the
following rates:

Furniture and fittings 10 to 20 per cent

Leasehold improvements® 20 per cent
Computer equipment 33 to 50 per cent
Plant and equipment 20 to 33 per cent
Infrastructure assets 5 to 20 per cent
Art 1 per cent

Where remaining lease terms are less than five years,
leasehold improvements are depreciated over the
remaining lease term.

Useful lives and residual values are reviewed annually and
reassessed in light of commercial and technological
developments. If an asset’s carrying value is greater than
its recoverable amount due to a useful life, residual value or
impairment adjustment, then the carrying amount is written
down immediately to its recoverable amount. Adjustments
arising from such items and on disposal of fixed assets are
recognised in the income staterment.

Gains and losses on disposal are determined by comparing
proceeds with the carrying amount and are recognised in
the income statement.

xiv) Intangible assets

Goodwill

Goodwill represents the excess of the cost of an
acquisition over the fair value of the Group’s share of the
net identifiable assets of the acquired entity at the date of
acquisition. Goodwill on acquisitions of controlled entities
is included in intangible assets on the balance sheet.
Goodwill on acquisitions of associates is included in the
carrying value of investments in associates. Goodwill
acquired in business combinations is not amortised but
tested for impairment annually, or more frequently if
events indicate that it might be impaired. When goodwill
is impaired, it is carried at cost less accumulated
impairment losses.

Identifiable intangibles

—Licences and trading rights are carried at cost less
accumulated impairment losses. These assets are not
being amortised because they have indefinite lives.

—Management rights have a finite useful life and are
carried at cost less accumulated amortisation and
impairment losses. Amortisation is calculated using the
straight-iine rnethod to allocate the cost of management
rights over their estimated useful life not exceeding
twenty years.

—Customer relationships acquired as part of a business
combination are carried at their fair value at the date of
acquisition less accumulated amortisation. Amortisation
is calculated based on the timing of projected cash flows
of the relationships over their estimated useful lives,

Identifiable intangibles are subject to annual impairment
testing, or more frequently if events indicate that there may
be an impairment.

Software

Certain internal and external costs directly incurred in
acquining and developing certain software are capitalised
and amortised over their useful life, usually for a period of
three years. Costs incurred on software maintenance are
expensed as incurred.
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Note 2. Summary of significant accounting
policies continued

xv) Financial liabilities

The Company and Group has on issue debt securities and
instruments which are inttially recognised at fair value, net
of transaction costs incurred, and subsequently measured
at amortised cost. Any difference between the proceeds
{net of transaction costs) and the redemption amount is
recognised in the income staterment over the period of the
borrowings using the effective interest rate method.

Other financial liabilities at fair value through profit or loss
This category conly inch:des those financial liabilities which
have been designated by management as held at fair value
through profit or loss on initial recognition. The policy of
management is to designate a financia! liability as such if
the liability contains embedded derivatives which must
otherwise be separated and carried at fair value, if it is part
of a group of financial assets managed and evaluated on a
fair value basis, or by doing so eliminates, or significantly
reduces, a measurement or recognition incansistency that
would otherwise arise. Interest expense on such items is
recognised in the income statement in interest expense.

xvi) Provisions

Employee benefits

A liability for employee benefits is recognised by the entizy
that has the obligatior: to the employee. Generally, this i
consistent with the legal position of the parties to the
employment contract.

Liabilities for unpaid salaries, salary retated costs and
provisions for annual leave are recorded in the balance
sheet at the salary rates which are expected to be paid
when the liability is settled. Provisions for long service leave
and other long-term benefits are recognised at the present
value of expected future payments to be made. In
determining this amount, consideration is given to expected
future salary levels and employee service histories.
Expscted future payments are discounted to their net
present value using rates on high quality corporate bonds,
except where there is no deep market in which case rates
on Commonwealth Government securities are used, with
terms that match as closely as possible to the expected
future cash flows.

Provisions for unpaid employee benefits are
derecognised when the benefit is settled, or is transferred
to another entity and the Company and Group are legally
released from the obligation and do not retain a
constructive obligation.
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Dividends

Provisions for dividends to be paid by the Company are
recognised on the balance sheet as a liability and a
reduction in retained earnings when the dividend has been
dectared or publicly recommended by the Directors.

The Australian Treasurer granted relief from section 254T
of the Corporations Act to allow the Company to make
dividend payments from its profits including distributions
received from the profits of controlled entities that relate to
the period prior to the restructure.

xvii) Funds under management

Within the Group certain controlled, jointly controlled and
associate entities act as a custodian and/or a single
responsible entity for a number of investment funds and
trusts. As at 31 March 2008, the invastment funds and
trusts, both individually and collectively, have an excess of
assets over liabilities. The value of funds managed by the
Group {measured based on the gross assets of the
individual funds) is $232 bilion (2007: $197 billion). This
includes $8 billion {2007: $6 billion) in respect of the life
business statutory funds and certain other funds that are
consclidated in the financial report. Other investment funds
and trusts have not been consolidated in the financial
report because individual entities within the Group do not
have control of the funds and trusts.

Commissions and fees earmed in respect of the Group’s
funds management activities are brought to account as
services are provided, and where these are subject to claw
back or meeting certain performance hurdles, at the point
when those conditions can no longer affect the outcome.

xviii) Eamings per share

Basic earnings per share is calculated by dividing the
profit attributable to ordinary equity holders by the
waeighted average number of ordinary shares cutstanding
during the year. The exchangeable shares on issue (see
note 33) are considered ordinary shares for the purposes
of the earnings per share calculations.

Diluted earnings per share is calculated by dividing the
profit attributable to ordinary equity holders by the
weighted average number of ordinary shares that would be
issuad on the exchange of all the dilutive potential ordinary
shares into ordinary shares.

xix) Performance based remuneration

Share based payments

The Group operates share-based compensation plans,
which include options granted to employees and shares
granted to employees under share acquisition plans, The
Group recognises an expense fand equity reserve) for its
shares and options granted to employees. The shares and
options are measured at their grant dates based on their
fair value and in the case of options, using the number
expected to vest. This amount is recognised as an expense
evenly over the respective vesting periods.




Performance hurdles attached to the options issued to
the Executive Officers are not taken into account when
determining the fair value of the option at grant date.
Instead, these vesting conditions are taken into account
by adjusting the number of equity instruments expected
to vest.

The fair value of each aption is estimated on the date of
grant using a trinomial option pricing framework. The
following key assumptions have been adopted for grants
made in the current financial year, risk free interest rate:
7.0 per cent (weighted average); expected life of options:
four years; volatility of share price: 20 per cent and
dividend yietd: 3.4 per cent p.a.

The key assumptions adopted for grants made in the
previous year were risk free interest rate: 6.5 per cant
(weighted average); expected life of options: four years;
volatility of share price: 20 per cent and dividend yield:
3.2 percent p.a.

Where options are issued by the Company to employees
of controlled entities, the Company recognises the equity
provided as a capital contribution to the controlled entity.

The Group annually revises its estimates of the number of
options that are expected to become exercisable. Where
appropriate, the impact of revised estimates are reflected
in the income statement over the remaining vesting period,
with a corresponding adjustment to the share based
payments reserve in equity.

Profit share remuneration

The Group recognises a liability and an expense for profit
share based on a formula that takes into consideration the
Group's after tax profit and its earnings over and above the
estimated cost of capital.

xx) Cash and cash equivalents

Cash and cash equivalents include cash and balances with
central banks, short-term amounts included in due from
banks, bank accepted bills and negotiable certificates of
deposits issued by a bank, with an original maturity of less
than three months, included in trading portfolic assets and
investment securities available for sale.

xxi} Leases

Where finance leases are granted to third parties, the
present value of the lease payments is recognised as a
receivable and included in loan assets held at amortised
cost. The difference between the gross receivable and the
present value of the receivable is recognised as unearned
interest income. Lease income is recognised over the term
of the lease using the effective interast method, which
reflects a constant rate of return,

Leases entered into by the Company and Group as
lessese, are primarily operating leases. The total fixed
payments made under operating leases are charged to
the income statement on a straight-line basis over the
period of the lease.

Purchased assets, whare the Group is the lessor under
operating leases, are carried at cost and depreciated aver
their useful life which varies depending on each class of
asset and ranges from 3 to 40 years.

xxii) Offsetting financial instruments

Financial assets and financial liabilities are offset and the
net amount reported cn the balance sheet when there is a
legally enforceable right to offset the recognised amounts
and there is an intention to settle on a net basis, or realise
the asset and settle the liability simultaneously.

xxiii) Loan capitat

l_can capital is debt issued by the Group with terms
and conditions, which qualify for inclusion as Capital
under APRA Prudential Standards. Loan capita! debt
issues are initially recorded at fair value plus directly
attributable transaction costs and thereafter at fair value
through profit or loss or at amortised cost using the
effective interest method.

xxiv) Contributed equity

Ordinary shares are classified as equity. Incremental
costs directly attributable to the issue of new shares or
options are shown in equity as a deduction, net of tax,
from the proceeds.

xxv) Comparatives

Where necessary, comparative information has been
restated to conform with changes in presentation in the
current year. MGLs consolidated financial statements are
presented as a continuation of the Macquarie Bank Group.
The comparative information presented is consistent with
the disclosures made in the consolidated financial
statements of MBL at 31 March 2007. For the MGL
Company financial statements the comparatives are shown
from the date of incorporation (12 October 20086).

xxvi) Rounding of amounts

The Company is of a kind referred to in Australian
Securities & Investments Commission Class Order 98/0100
(as amended), relating to the “rounding off” of amounts in
the financial report. Amounts in the financial report have
been rounded off in accordance with that Class Crder to
the nearest million dollars unless otherwise indicated.
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Consolidated  Consolidated Company Campany
2008 2007 2008 2007
$m $m $m $m
Note 3. Profit for the financial year
Net interest income
Interest income received/receivable:
- other entities 6,698 4,832 - -
- controlled entities - - 3 -
Interest expense paid/payable:
- other entities (5,881) (3,904} (96) -
— controlled entities - - (279) -
Total net interest income 817 728 6 -
Fee and commission income
Fee and commission income 4,610 3,513 - -
Income from life insurance business and
other unit holder businesses (note 18) 35 27 - -
Total fee and commission incorme 4,645 3,540 - -
Net trading income”
Equities 1,167 765 - -
Commodities 394 295 - -
Foreign exchange products 255 120 - -
Interest rate products 19 (133 - -
Total net trading income 1,835 1,047 - -
Share of net profits of associates and incorporated joint
ventures accounted for using the equity method 156 242 - -
Other operating income and charges
Net gains on sale of investment securities available for sale 123 160 - -
Impairment charge on investment securities available for sale (120) t21]
Net gains on sale of associates (including associates held for sale)
and joint ventures 560 650 - -
Impairment charge on investment in associates and joint ventures  {300) (4 - -
Net (expenselincome from disposal groups held for sale™ (28) 41 - -
Gain on deconsolidation of controlled entities
and businesses held for sale 293 469 - -
Dividends/distributions received/receivable -
- investment securities available for sale 91 84 - -
Group service charges and cost recoveries
- controlled entities - - 2 -
Collective allowance for credit losses provided for during
the financial year (refer to note 12) (37 1 - -
Specific credit provisions
— provided for during the financial year (refer to note 12} (85) (36) - -
— recovery of loans previously provided for (refer to note 12) 35 13 - -
- loan losses written-off 2N @ - -
— recovery of loans previously written-off 6 3 - -
Other income™ 284 272 - -
Total other operating income and charges 795 1,624 (2) -
Total operating income 8,248 7,181 4 -

Included in the net trading income are fair value changes of $26 million for the year ending 31 March 2008 {31 March 2007:
$68 million) relating to financial assets and financial liabilitiss designated as held at fair value through profit or loss. This includes
$72 million profit as a result of changes in the credit spread on issued debt and subordinated debt carried at fair value. Fair
value changes relating to derivatives are also reported in net trading income which partially offsets the fair value changes
relating to the financial assets and financial liabilties desicnated at fair value. Alsc includes fair value changes on derivatives
used to hedge the Group's economic interest rate risk where hedge accounting requirements are not met — refer to note 2 ().

= Included within net [expense)/income from disposal groups held for sale are the net income and expenses arising from the

activities of the disposal groups. Refer to note 23 - Non current assets and disposal groups classified as held for sale for

the name of each group.

{2007- $109 million) in relation to operating leases where the Group is the jessor.
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Consolidated Consolidated Company Company
2008 2007 2008 2007
Sm $m $m $m
Note 3. Profit for the financial year continued
Employment expenses
Salary and salary related costs including commissions,
superannuation and performance-related profit share (3,720) {3.362) (1) -
Share based payments (126) {87} - -
Pravision for annual leave (21) {15) - -
Provision for long service leave {11) (&) - -
Total compensation expense (3,878) {3.472) (1} -
Cther employment expenses including on-costs,
staff procurement and staff training {299} (261) - -
Total employment expenses {4177) {3,733) m -
Brokerage and commission expenses
Brokerage expenses {561) {289) - -
Cther fee and commission expenses (141) (132 - -
Total brokerage and commigsion expenses (702) (421} - -
Occupancy expenses
Operating lease rentals (152) (151) - -
Depreciation: infrastructure, furniture, fittings and leasehoid
improvements (refer to note 20) {60} {36) - -
Other ococupancy expenses (52 {39) - -
Total occupancy expenses (264) (226) - -
Non-salary technology expenses
Information services {2) {64) - -
Depreciation: computer equipment and software (refer to note 20) (53} (38) - -
Other non-salary technalogy expenses 79 {61) - -
Total non-salary technology expenses (214) {163) - -
Other operating expenses
Professional fees (228) {233) - -
Auditor's remuneration {refer to note 49} (18) (18 - -
Travel and entertainment expenses (200) (154) - -
Advertising and promotional expenses (46) {36) - -
Communication expenses (40) {34) - -
Depreciation: communication equipment (refer to note 20) @) {7 - -
Other expenses {147) (228) (16) -
Total other operating expenses (686) (710) {16} -
Total operating expenses (6,043) (5.253) (17 -
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Note 4. Revenue from operating activities
Interest and similar income 6,698 4,632 381 -
Fee and commission income 4,610 3,513 - -
Premiurn income, Investment revenue and management
fees from life investment contracts and other unit holder
businesses {note 18} 211 613 - -
Net trading income 1,835 1,047 - -
Profit on the sale of investment securities available
for sale and associates and joint ventures 683 810 - -
Cther income/{expense) (excluding net gains on the sale
of investment securities available for sale, associates
and joint ventures) 796 1,108 2 -
Total revenue from operating activities 14,833 11,723 379 -

Note 5. Segment reporting

(i) Operating Segments

For internal reporting and risk management purposes, tha Group is divided into seven operating Groups {‘the Groups”).
These Groups have been set up based on the differences in core products and services offered, and are outlined below.

Financial Services Group consists of two key Australasian-based divisions, Macquarie Adviser Services and Macquarie
Private Wealth. Macquarie Adviser Services manages refationships with external financial intermediaries and provides sales
services and product management of in-house and external products including retail superannuation, Macquarie Private
Waealth provides a full-service stockbroking, investment planning, executive wealth management and private barnking service.

Funds Management Group is one of Austrafia’s largest fund managers and provides an innovative range of investment
solutions to superannuation funds, corporations, financial advisers, platforms and retail investors in Australia and
internationally.

Banking and Securitisation Group brings together Macquarie’s retail lending and banking businesses.

Real Estate Group encompasses real estate funds management, finance, investing and advisory, development,
securitisation, asset management and research,

Treasury and Commodities Group activities include trading and related activities in a broad range of financial and
commodity markets. Activities range across foreign exchange, debt and futures, as well as agriculture, energy and
metals commaodities.

Equity Markets Group manages Macquarie's equity derivatives and trading business. It uiilises its expertise in risk
management and product structuring skills to design equity-based financial solutions and products for retail and wholesale
clients. The group also operates Macquarie's stock borrowing & lending business.

Macquarie Capital includes the Macquarie Group’s wholesale structuring, underwriting, corporate advisory, specialist
funds management, private equity and specialised equipment financing, institutional stockbrokers and equities research,

Coarporatea includes the Group Treasury division and Head Office and central support functions. Costs within Corporate
include unallocated head office costs, employment related costs, earnings on capital, derivative volatility, income tax
expense and profits attributable to minority interests. This is not considered to be an “Operating Group”.

Any transfers between segments have been determined on an arms-length basis and eliminate on consolidation.

The segment information has been prepared in conformity with the Group’s segment accounting policy as disclosed
in note 2 (v).
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Funds

Financial Manage- Banking & Real Treasury & Equity
Services ment Securitisation Estate Commodities Markets Macquarie
Group Group Group  Group Group Group Capital Corporate Total
$m $m $m Sm $m Sm $m $m $m
Note 5. Segment reporting continued
Consolidated 2008
Revenues from
external customers 733 398 2,860 513 1,942 2,564 4,982 713 14,705
inter-segmental
revenue/(expense)” 12 44 (536) (166) (202} (424) (325) 1,597 -
Interest revenue 10 3 2,741 203 BOS 1,261 825 760 6,698
Interest expense - - {1,890) (15) (695) (800) {252) (2,229) (5,881)
Depreciation and
amortisation {10 1) (10) {2) (8} (4) (198) (60) {293)
Share of net profits/
{losses) of associates
and joint ventures using
the equity method (1) - 14} 107 30 (2) 38 {9) 156
Net operating expense
from disposal groups
held for sale - - - - - - (28) - (28)
Reportable
segment profit 187 177 51 81} 645 732 2,915 (2,823) 1,803
Reportable
segment assats 2,623 3,989 38,569 3,748 38,521 38,460 23,710 17,630 167,250
Consolidated 2007
Revenues from
external customers 828 406 2,183 676 1,790 1,314 4,240 3 11,440
Inter-segmental
revenue/{expense)” 10 13 (407) (121} (180) (407) (408) 1,510 -
Interest revenue 1 2 2,041 160 1,003 602 845 178 4,632
Interest expense ~ - (1,353) (16) (763) (201} 89 (1,482) {3,904)
Depreciation and
amortisation 7 {1 (5} {2) {4} {2) (126) 43) (180)
Share of net profits/
(losses} of associates
and joint ventures using
the equity method {1 - - 136 37 5 66 {1) 242
Net operating expense
from disposal groups
held for sale - - - - - - 4 - 41
Reportable
segment profit 141 59 143 507 835 17 2,573 (3,012} 1,463
Reportable
segment assets 2,646 3,854 31,876 3,391 28,630 41,034 20,255 4703 136,389

Internal reporting systems do not enable the separation of inter-segmental revenues and expenses. The net position is disclosed
above. The key inter-segmental itemn is internal interest charged to businesses for funding of their business net assets.

(i} Products and services

For the purposes of preparing a segment report based on products and services, the activities of the Group have been divided

into four areas:

Asset and Wealth Management: distribution and manufacture of funds management products;

Financial Markets: trading in fixed income, equities, currency, commodities and derivative products;

Capital Markets: corporate and structured finance, advisory, underwriting, facilitation, broking and real estate/property

development; and

Lending: banking activities, mortgages, margin lending and leasing.

139



140

*

vl VialCll 2UV0 COlunucd

Asset and wealth Financial Capital
management markets markets Lending Total
$m $m $m $m $m
Note 5. Segment reporting continued
(i) Products and services continued
Consolidated 2008
Revenues from external customers 2,533 4,626 3,796 3,750 14,705
Consolidated 2007
Revenues from external customers 2327 2,806 3,236 3,071 11,440

(iliy Geographical areas

Geographical segments have been determined based upon where the transactions have been booked. The operations of

the Group are headquartered in Australia.

Revenues Non cumrent assets*

$m $m

Consolidated 2008

Australia 8,685 182
Asia Pacific 2,284 81
Europe 2184 55
North America 1,510 550
Other 42 1
Total 14,705 869
Consolidated 2007

Australia 7,014 111
Asia Pacific 1,458 55
Europe 1,643 157
North America 1,314 155
Other 11 -
Total 11,440 478

Non current assets consist of intangible assets and property, plant and equipment.

(iv) Major Customers

Macquarie Group Limited does not rely on any major customer.

ri
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Consolidated  Consolidated Company Company

2008 2007 2008 2007
$m $m $m $m

Note 6. Income tax (expense)/benefit
a) Income tax {expense)/benefit
Cumrent tax (expense)/benefit (536) {5986) 4 -
Deferred tax benefit 219 219 1 -
Total (317) 377 5 -
Ceferred income tax revenue/{expense} included in income tax
{(expense)/benefit comprises:
Increase in deferred tax assets 260 129 1 -
(Increase)/decrease in deferred tax liabilities (41) 90 - -
Total 219 219 1 -

b} Reconciliation of income tax (expensel/benefit
to prima facie tax (payable)/receivable
Prima facie income tax (expenseybenefit on operating profit/floss)* {661) (578) 4 -

Tax effect of amounts which are {non deductible)/
non assessable in calculating taxable income:

Rate differential on offshore income 303 195 1 -
Distribution provided on Macquarie Income Prefermed

Securities and similar distributions 15 16 - -
Non-deductible options expense {38) (26) - -
Other items 64 16 - -
Total income tax {expense)/benefit 317) 377) 5 -

¢} Amounts recognised directly in equity

Aggregate current and deferred tax arising in the reporting period

and not recognised in the income statement but directly

recognised in equity:

Net deferred tax — debited directly to equity 2 11 - -

Total 2 11 - -

Prima facie income tax on operating profit is calculated at the rate of 30 per cent {2007: 30 per cent).
The Australian tax consoclidated group has a tax year ending on 30 September.

As a consequence of an election made by the Company under the Income Tax Assessment Act 1997, the consolidated
entity’s Australian tax liabilities are determined according to tax consolidation legislation. The Compary together with all
eligible Austratian resident wholly-owned subsidiaries of the Company represent a Tax Consolidated Group, with the
Company as the Head Entity. As a consequence, the relevant controlled entities are not liable to make income tax
payments and do not recognise any current tax balances. Under the terms and conditions of a tax funding agreement,
the Company charges each controlled entity for all current tax Eabilities incurred in respect of their activities and
reimburses each controlled entity for current tax assets utilised, under the Group allocation method.

Should the Company be in default of its tax payment obligations, or a default is probable, the current tax balances of the
controlled entities will be determined in accordance with the terms and conditions of a tax shanng agreement between
the Company and entities in the Group.

In preparing this financial report the Company has considered the information currently available and where considered
necessary has taken legal advice as to the Group's tax liability and in accordance with this believes that provisions made
are adequate.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Note 7. Dividends paid and distributions paid or provided
i} Dividends paid
Ordinary share capital
Interim dividend paid ($1.45" (2007: $1.25) per share) 398 312 395 -
2007 Final dividend paid ($1.90 (2006: $1.25) per share) 482 290 - -
Total dividends paid 880 602 395 -

All dividends were 100 per cent franked at the 30 per cent corporate tax rate.

* Interim dividend paid by the Group includes $3 million of dividends paid to the holders of the exchangeable shares as

detailed in note 33 — Contributed equity.

The Company's Dividend Reinvestment Plan {“DRP") remains activated. The DRP is optional and offers ordinary

shareholders in Australia and New Zealand the opportunity to acquire fully paid ordinary shares, without transaction
costs, at a 2.5 per cent discount to the prevailing market value. A shareholder can elect to participate in or terminate their
involvemnent in the DRP at any time. Details of fully paid ordinary shares issued pursuant to the DRP are included in

note 33 - Contributed equity.

Cash dividends per ordinary share
(distribution of current year profits”) $3.45 $3.15

Dividend per ordinary share

$3.45

* The Australian Treasurer granted relief from section 254T of the Corporations Act to allow the Company to make dividend
payments from distributions received from the profits of controlled entities that relate to the period prior to the restructure.

Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Franking credits available for the subsequent financial year
at a corporate tax rate of 30 per cent (2007: 30 per cent) 133 176 133 -

The franked portion of dividends proposed as at 31 March 2008 will be franked out of existing franking credits or out of
franking credits arising from the payment of income tax payable at the end of the financial year.

The above amounts represent the balances of the franking accounts as at the end of the financial year, adjusted for:

a) franking credits that will arise from the payment of income tax payable as at the end of the financial year;

b} franking credits that may be prevented from being distributed in subsequent financial years;

¢) franking debits that will arise from the payment of dividends proposed as at the end of the financial year and the final

dividend disclosed below in (i), and

d) franking debits that will arise from the receipt of tax receivables as at the end of the financial year.

i) Dividends not recognised at the end of the financia) year

Since the end of the financial year the Directors have recommended the payment of the 2008 final dividend of $2.00 per
fully paid ordinary share, 100 per cent franked based an tax paid at 30 per cent. The aggregate amount of the proposed
dividend expected to be paid on 4 July 2008 out of retained profits at 31 March 2008, but not recognised as a liability at
the end of the financial year, is $552 million {including $3 million to be paid by a controlled entity to the holders of the
exchangeable shares - refer to note 33 for further details of these instruments). This amount has been estimated based on

the number of shares eligible to participate as at 31 March 2008.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m

Note 7. Dividends paid and distributions paid or provided continued
i) Distributions paid or provided
Macquarie Income Securities

Distributions paid {net of distributions previously provided) 27 24 - -
Distributions provided 7 7 - _
Total distributions paid or provided 34 K} - -

The Macquarie Income Securities (*MIS™) represent the minarity interest of a consolidated entity. Accordingly, the
distributions paid/provided in respect of the Macquarie Incorme Securities are recorded as movements in minarity interest,
as disclosed in note 34 — Reserves, retained earnings and minority interest. No dividends are payable under the
preference shares until MBL, a consclidated entity, exercises its opticn to receive future payments of interest and principal
under the other stapled security. Upon exercise, dividends are payable at the same rate, and subject to similar conditions,
as the MIS. Dividends are also subject to MBL Directors’ discretion. Refer to note 34 — Reserves, retained eamings and
minority interest for further details on these instruments.

Macquarie Income Preferred Securities

Distributions paid (net of distributions previously provided) 28 30 - -
Distributions provided 22 24 - -
Total distributions paid or provided 50 54 - -

The Macquarie Income Preferred Securities {“MIPS”) represent the minority interest of a consolidated entity. Accordingly,
the distributions paid/provided in respect of the Macquarie Income Preferred Securities are recorded as movements in
minority interest, as disclosed in note 34 — Reserves, retained eamings and minority interest. MBL, a consolidated entity,
can redirect the payments of distributions under the convertible debentures to be paid to itself. For each debenture 500
MBL preference shares may be substituted at MBL's discretion at any time, in certain circumstances {to mest capital
requirements), or on maturity. Refer to note 34 for further details on these instruments.

Consolidated  Consolidated

2008 2007
Note 8. Eamings per share Cents per share
Basic earnings per share 6706 581.6
Diluted eamings per share 653.5 569.8

Sm $m

Reconciliation of earnings used in the calculation of basic and diluted eamings per share
Profit from ordinary activities after income tax 1,888 1,551
Profit attributable to minority interest:
Macquarie Income Preferred Securities {50) (54)
Macquarie Income Securities (34) {31)
Other equity holders (1) @3
Total eamings used in the calculation of basic and diluted eamings per share 1,803 1,463

Number of shares
Total weighted average number of ordinary shares used in the calculation
of basic eamings per share 268,854,950 247,313,494
Weighted average number of shares used in the calculation
of diluted eamings per share

Weighted average fully paid ordinary shares 268,854,950 247 313,494
Potential ordinary shares:

Weighted average options 7,023,038 9,441,575
Total weighted average number of ordinary shares and potential ordinary

shares used in the calcutation of diluted eamnings per share 275,877,988 256,755,069
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Note 8. Earnings per share continued
Information conceming the classification of securities

Options

Options granted to employees under the Employee Option Plan are considered to be potential ordinary shares and have
been included in the calculation of diluted earnings per share to the extent to which they are dilutive. The issue price,
which is equivalent to the fair value of the options granted, and exercise price used in this assessment incorporate bath
the amounts recognised as an expense up to the reporting date as well as the fair valus of options yet to be recognised
as an expense in the future,

Included in the balance of weighted average options are 1,775,747 (2007: 1,998,451) options that were converted, lapsed
or cancelled during the financial year. There are a further 13,590,312 (2007: 1,7656,225) options that have not been
included in the balance of weighted average options on the basis that their adjusted exercise price was greater than the
average market price of the Company’s fully paid ordinary shares for the financial year ended 31 March 2008 and
consequently, they are not considered to be dilutive.

On 13 November 2007, the date of the restructure of the Macquarie Group, all MBL opticns were cancelled and reissued
by MGL, the new ultimate parent entity. This action has had no financial impact on the Group as the MGL options were
issued with the same terms, conditions and vesting dates as the original MBL options.

Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m

Note 9. Due from banks
Cash at bank™ 3,136 1,671 - -
Overnight cash at bank 2134 936 - -
Other loans to banks 4,034 3,380 - -
Due from clearing houses 806 133 - -
Total due from banks 10,110 6,120 - -

* Included within this balance is $118 milion {2007: $nil} provided as security over payables to other financial institutions.

Note 10. Cash collateral on securities borrowed
and reverse repurchase agreements

Central banks 14 - - -
Governmenits” 225 754 - -
Financial institutions 22,136 24,650 - -
Other 531 505 - -
Total cash collateral on securities bormmowed

and reverse repurchase agreements 22,906 25,908 - -

* Governments include federal, state and local governments and related enterprises.
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Consolidated  Consolidated Company Compary

2008 2007 2008 2007
3m $m $m $m

Note 11, Trading portfolio assets
Trading securities
Equities and other securities 12,102 12,114 - -
Promissory notes 1,303 80% - -
Commonwealth government bonds 807 71 - -
Corporate bonds 734 1,496 - -
Other government securities 258 350 - -
Foreign government bonds 256 & - -
Certificates of deposit 198 .426 - -
Bank bills 45 159 - -
Total trading securities 15,703 15,431 - -
Other trading assets
Commodities 104 87 - -
Total other trading assets 104 87 - -
Total trading portfolio assets 15,807 15,518 - -

Trading assets pledged as security
| Included in the balance of equities and other securities, certificates of deposit and bank bills are assets provided as
security over issued notes and payables to other external investors and financial institutions. The value of assets provided
: as security is $1,348 million {2007: $971 million).

Note 12. Loan assets held at amortised cost

Due from clearing houses 1,558 2,827 - -
Due from governments 219 165 - -
Due from other entities
| Other loans and advances* 44,962 38,345 - -
Less specific provisions (111) (71} - -
44,851 38,275 - -
Lease receivables™ 5,907 4,620 - -
Total due from other entities 50,758 42,895 - -
Total gross loan assets 52,535 45,887 ~ -
Less collective allowance for credit losses (128) (91) - -
Total loan assets held at amortised cost 52,407 45,796 - -

* Included within this balance are mortgage loans of $21,710 million {2007: $20,034 million) held by consolidated mortgage
SPEs which are available as security to noteholders and debt providers.
** Included within this balance is $2,916 million (2007: $1,631 million) provided as security over issued notes and payables
to other external investors and financial institutions.

Specific provisions

Balance at the beginning of the financial year Al 52 - -
Provided for during the financial year a5 36 - -
Loan assets written-off, previously provided for (9) 4 - -
Recovery of loans previously provided for (35) (13) - -
Attributable to foreign currency translation m - - -
Total specific provisions 111 71 - -
Specific provisions as a percentage of gross loan assets 0.21% 0.15% - -

The specific provisions relate to doubtful loan assets that have been identified and provided for.
Collective allowance for credit losses

Balance at the beginning of the financial year 1 80 - -
Provided for during the financial year 37 1 - -
Total collective allowance for credit [0sses 128 91 - -

The collective allowance for credit losses is intended to cover losses inherent in the existing overall credit portfolic which
are not yet specifically identifiable.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m

Note 13. Impaired assets
Impaired assets have been reported in accordance with AASB 139 and include loan assets and impaired items in respect
of unrecognised contingent commitments.

Impaired debt investment securities available for sale

with specific provisions for impaimment 264 - - -
Less specific provisions (56) - - -
Impaired lcan assets and other financial assets

with specific provisions for impaimrment 285 166 - -
Less specific provisions (120) (78 - -
Total net impaired assets 373 88 - -
Note 14. Other financial assets at fair value

through profit or loss

Investrment securities 684 789 - -
Loan assets 3,447 1,990 - -
Total other financial assets at fair value

through profit or loss 4131 2,779 - -
Note 15. Other assets

Security settlernents” 4,682 3,580 - -
Debtors and prepayments™ 4,099 5,549 1 -
Assets under operating lease™ 1,508 975 - -
Property held for sale and development™ 232 336 - -
Other 18 4 - -
Total other assets 10,539 10,444 1 -

* Security settlements are receivable within three working days of the relevant trade date.
** [ncluded within these balances is $371 million of debtors and prepayments (2007: $383 million} and $86 million
{2007: $309 million) of property held for sale and development which are provided as security over amounts payable to
other financial institutions.
*** Assets under operating lease are stated net of accumulated depreciation of $429 million (2007: $158 million). Included
within this balance is $653 milion {2007 $nil) provided as security over payables to other financial institutions.

Note 16. Investment securities available for sale

Equity securities
Listed" 736 617 - -
Unlisted** 338 377 - -
Debt securities™" * 15,380 5,066 - -
Total investment securities available for sale 16,454 6,060 - -

" Included within this balance is $23 million (2007: $nil) provided as security over payables to other financial institutions.
** Included within this balances is $nil (2007: $155 million} provided as security over payables to other financial institutions.
= nctluded within this balance are debt securities of $461 milion (2007; $471 million) which are recognised as a result of total
return swaps. The Group does not have legal title to these assets but has full economic exposure to them.
* Includes $13,213 million (2007: $2,245 million) of Negotiable Certificates of Deposit (“NCD”) due from financial institutions
and $268 million {2007: $474 millior) of bank bills.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007

$m $m $m $m
Note 17. Intangible assets
Goodwill a76 38 - -
Capitalised software - 17 - -
Other identifiable intangibles 118 44 - -
Total intangible assets 494 100 - -
Reconciliation of the Group's movement in intangible assets:

Other
Capitalised identifiable
Goodwill software intangibles Total

$m $m Sm Sm
Balance at the beginning of the financial year 39 17 44 100
Acquisitions during the financial year 360 - 89 449
Disposals during the financial year - - {7 N
Amortisation expense for the financial year - (17} (8) {25)
Currency translation difference arising during the
financial year (23) - - (23)
Balance at the end of the financial year 376 - 118 494
Note 18. Life investment contracts and other Consolidated  Consolidated Company Company
unit holder investment assets 2008 2007 2008 2007

$m $m $m $m
Cash and due from banks a1 63 - -
Debt securities 787 865 - -
Units in unit trusts 4,640 4675 - -
Equity securities 191 244 - -
Total life investment contracts and other
unit holder investment assets 5,699 5,847 - -

Investment assets are held primarily to satisfy policy holder liabilities, which are investrnent linked.

Income from life investment contracts and other unit holder assets
Premium income, investment revenue and management fees

{note 4) 211 613 - -
Life investment contract claims, reinsurance and changes

in policy liabilities (166) 578 - -
Direct fees (10 t3)] - -
Total income from life investment contracts and

other unit holder assets (note 3) 35 27 - -

Solvency

Solvency requirements for the life investment contracts business have been met at all times during the financial year.
As at 31 March 2008, the life investment contracts business had investment assets in excess of policy holder liabilities

of $10 million (2007: $66 million).
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Note 19. Interest in associates and joint ventures
using the equity method
Interest in associates and joint ventures
using the equity method
Loans and investments without provisions for impairment 5,039 4,016 - -
Loans and investments with provisions for impairment 766 60 - -
Less provision for impairment” {305) 5 - -
Loans and investments at recoverable amount 461 55 - -
Total interest in associates and joint ventures using
the equity method** 5,500 4,071 - -

Investments in associates and joint ventures are accountzd for in the consolidated financial statements using the equity
method of accounting and are carried at cost by the parent entity {refer to note 2(i).

The fair values of interest in material associates and joint ventures exceeded their carrying amounts by $199 million
(2007 $739 million).

* The investments in Macquarie CountryWide Trust and Macquarie Office Trust were written down to their fair value, which
is based on their publicly quoted market prices at 31 March 2008 as an estimate of their value in use.
** [ncluded in this balance is $nil (2007 $184 milion) providad as security over amounts payable to other financial institutions.

Consolidated  Consolidated

2008 2007
$m $m

(a) Reconciliation of movement in the Group's investment in associates
and joint ventures using the equity method:
Balance at the beginning of the financial year 4,071 3,463
Associates acquired/equity contributed 3,068 1,542
Share of pre-tax profits of associates and incorporated joint ventures 223 345
Share of tax expense of associates and incorporated joint ventures 67} (103)
Dividends received/receivable from associates {315} (374}
Associates disposed of {926) (720}
Investments in associates provided for/written-off {300) 2
Foreign exchange and other adjustments (104) {100}
Transferred {from)/to held for sale, avaiable for sale (140) 16
Balance at the end of the financial year 5,500 4,071
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Note 19, Interest in associates and joint ventures using the equity method continued

Interest in associates and joint ventures using the equity method continued
(b) Summarised information of certain interests in material agsociates and joint ventures is as follows:

Ownership
interest

Country of 2008 2007
Name of entity Incorporation Reporting date % %
Macquarie Airports {a)** Australia 31 December 20 16
Macquarie Infrastructure Group (@™ Australia 30 June 8 2
Diversified CMBS Investrnents [nc (o) USA 31 March 57 57
Macquarie Communications Infrastructure Group {a)™ Australia 30 Jung 17 12
Redford Australian Investrment Trust (a) Australia 30 June 27 27
Macquarie MEAG Prime REIT {b) Singapore 31 December 26 24
Macquarie Countrywide Trust (o)™ Australia 30 June 10 9
Macquarie Media Group (e)™" Australia 30 June 22 22
Macquarie Capital Aliance Group (€)™ Australia 30 June 18 17
Macquarie Diversified (AA) Trust {c) Australia 31 March 19 28
European Directories SA (d)™ Luxembourg 31 December 13 13
Macquarie Office Trust (o)™ Australia 30 June 7 6
Macquarie AirFinance Limited {a)* Bermuda 31 December 34 34
Macquarie European Infrastructure Fund LP (@)™ UK 31 March 5 5
Macquarie Goodman Japan Limited {oy~ Singapore 30 June 50 -
Euro Gaming Limited {g) UK 31 December - 50

* Voting rights for this investment are not proportional to the ownership interest. The Group has jeint control because neither

the Group nor its fellow investors have control in their own right.

** The Group has significant influence due to its fiduciary relationship as manager of thase entities.

~* Significant influence arises due to the Group’s voting power and board

representation.

# In the prior year, the entity was reported as Macquarie Aircraft Leasing Limited, incarporated in Ireland.

(a) Infrastructure

{b) Property development/management entity

{c) Funds management and investing

{d) Directories business

(&) Media, television, gaming and internet investments

Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
{¢) Contingent liabilities of associates and joint ventures
are as follows:
Share incurred jointly with other investors 1 24 - -
For which the Group is severally liable - 146 - -
(d) Aggregated financial information of interests in associates
and joint ventures are as follows:
Group’s share of:
Assets 16,300 9,472 - -
Liabilities 10,724 5,806 - -
Revenues 1,809 1,359 - -
Profit 156 242 - -
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Note 20. Property, plant and equipment
Furniture, fittings and leasehold improvements
Cost 449 309 - -
Less accumulated depreciation (172) (109 - -
Total furniture, fittings and leasehold improverments 277 200 - -
Communication equipment
Cost 33 29 - -
Less accumnulated depreciation {25) (22) - -
Total communication equipment 8 7 - -
Computer equipment
Cost 293 249 - -
Less accumulated depreciation (219) (176) - -
Total computer equipment 74 73 - -
Infrastructure assets
Cost 17 106 - -
Less accurnulated depreciation (1) =) - -
Total infrastructure assets 16 98 - -
Total property, plant and equipment 375 378 - -
Furniture,
fittings and Com-
leasehold munication Computer Infrastructure
improvements equipment equipment assets Total
$m $m $m $m $m
Reconciliation of the movement in the Group's property,
plant and equipment at their written-down value:
Balance at the beginning of the financial year 200 7 73 98 378
Acquisitions 17 10 61 10 252
Disposals (29) 2 )] - {36)
Reclassification” - - - (80) {90)
Foreign exchange movements @ - 2 - 9)
Depreciation expense (58) N (53) 2 (120)
Balance at the end of the financial year 277 8 74 16 375

Fixed assets pledged as security

Included in the balance of property, plant and equipmens are assets pledged as security over payables to other financial
institutions. The terms preclude these assets from being sold or being used as security for further liabilities without the
permission of the financial institution. The carrying value of assets pledged is $nil (2007: $89 million).

* In August 2007, Windpark Bippen Grundstuecks, and Windkraft Holleben 1, wholly owned subsidiaries of the group, were
reclassified as Held for Sale and subsequently sold. This resulted in a transfer out of Infrastructure Assets of 390 miliion.
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Note 21. Investments in controlled entities
The material controlled entities of the Company, based on contribution to the Group's profit from ordinary activities, the size
of the investment made by the Company or the nature of the activities conducted by the controlled entity, are:

ConnectEast Management Limited

Diversified CMBS Australia Holdings Pty Limited

M&l Debt Investments Pty Limited

Macquarie Acceptances Limited

Macquarie Africa (Propnietary) Limited (South Africa)

Macquarie Airports Management Limited

Macquarie Alternative Assets Management Limited

Macquarie Asia Real Estate Management Limited

Macquarie Australia Securities Limited

Macquarie B.H. Pty Limited

Macquarie Bank Limited

Macquarie Capital Advisers Limited

Macquarie Capital Aliance Management Limited

Macquarie Capital Funding L.P. {United Kingdom}

Macquarie Capital Funds Uimited

Macquarie Capital Funds {Europe) Limited (formery Macquarie Investment Management (UK) Limited) {United Kingdom)
Macquarie Capital Group Limited

Macquarie Capital International Holdings Pty Limited

Macquarie Capital Korea Co Limited (Korea)

Macquarie Capital Loans Management Limited (formerly Macquarie Infrastructure Debt Management Limited)
Macquarie Capital Securities (Australia) Limited (formerly Macquarie Securities {Australia) Limited)
Macquarie CLO Investments No.1 Pty Limited

Macquarie Communications Infrastructure Management Limited
Macquarie Corporate Finance Limited

Macquarie Countrywide Management Limited

Macquarie Direct Property Management Limited

Macquarie Equities {US) Holdings Pty. Limited

Macquarie Equity Capital Markets Limited

Macquarie Finance Limited

Macquarie Financial Holdings Limited

Macquarie Financial Products Management Limited

Macquarie Funds Management Holdings Pty Limited

Macquarie Global Debt Investment No.1 Pty Limited

Macquarie Global Finance Services (Mauritius) Limited (Mauritius)
Macguarie Group Services Australia Pty Limited

Macquarie Holdings (U.S.A) Inc {United States)

Macquarie Hong Kong Finance Limited (Cayman Islands) *
Macquarie Inc (United States)

Macquarie Infrastructure Investment Management Limited
Macquarig Infrastructure Management {Asia) Pty Limited
Macquarie Infrastructure Management (USA) Inc (United States)
Macquarie International Finance Limited

Macquarie Investment Holdings No.2 Pty Limited

Macquarie Investment Management (UK) Uirmited (United Kingdom)
Macquarie Investment Management Limited

Macquarie Investment Services Limited

Macquarie Investments (UK} Limited (United Kingdomj
Macquarie Investments Australia Pty Limited

Macquarie Leisure Management Health Clubs Pty Limited
Macquarie Leisure Management Limited

Macquarie Office Investments Pty Limited

Macquarie Offics Management Limited

Macquarie Pastoral Management Limited
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Note 21. Investments in controlled entities continued

Macquarie Property Investment Management 2 Limited

Macquarie Property Investment Management 5 Limited

Macquarie Property Investment Management § Limited

Macquarie Real Estate Korea Limited {formerty Macquarie Property Advisors Korea Limited) (Korea)
Macquarie Securities South Africa (Proprietary} Limited (Scuth Africa)

Macquarie Securitisation Limited

Macquarie Specialised Asset Management (Barmuda) Limited (Bermuda)

Macquarie Specialised Asset Management 2 Limited

Macquarie Specialised Asset Management Limited

Note: All entities are incorporated in Australia unless otherwise stated.

Overseas controlled entities carry on business predominantly in their place of incorporation, unless otherwise stated.
Beneficial interest in all entities is 100 per cent.

All entities have a 31 March reporting date.

Incorporated in the Cayman Islands with business carried on predominantly in Hong Kong.

Consolidated  Consoclidated Company Company
2008 2007 2008 2007
$m $m Sm $m

Note 22. Deferred income tax assets/(liabilities)
The balance comprises temporary differences attributable to:

Provisions and accrued expenses 804 868 1 -
Tax losses 70 37 - -
Fixed assets 30 20 - -
Set-off of deferred tax liabilities (286) (468} - -
Total deferred income tax assets 718 457 1 -
Financial instrurments (172 (386}

Investments in associated and controlled entities (154} (82) - -
Available for sale financial assets (81} (78) - -
Set-off of deferred tax assets 286 468 - -
Total deferred income tax liabilities (121} {78) - -
Net deferred income tax assets 597 379 1 -

Potential tax assets of approximatety $68 million (2007: $52 million) attributable to tax losses carried forward by controlled
entities have not been brought to account in the controlled entities and in the Group as the Direciors do not believe the
realisation of the tax assets is probable.

The Group's Australian tax liabilities are determined pursuant to tax consolidation legislation. Al eligible Australian resident
wholly-owned controlled entities of the Company represent a Tax Consolidated Group. Under the terms and conditions of
a tax contribution agreement, the Company, as the head entity of the tax consolidated group, will charge or reimburse its
wholly-owned subsidiaries for current tax liabilities or assats it incurs in connection with their activities. As a consequence,
the Company has recognised the current tax balances of its wholly-owned subsidiaries as if those were its own in addition
to the current and deferred tax amounts arising in relation to its own transactions, events and balances. Amounts
receivable or payable under a tax contribution agreement with the tax consolidated entities are recognised separately as
tax-related amounts recefvable or payable. The principles of the balance sheet method of tax effect accounting have been
adopted whereby the income tax expensa for the financial year is the tax payable on the current period’s taxable income
adjusted for changes in deferred tax assets and liabilities attributable to temporary differences between the tax bases of
assets and liabilities and their carrying amounts in the financial statements and to unused tax losses. The tax assets
relating to deductible temporary differences and tax losses are not carried forward as an asset unless the benefit is
probable of realisation.

The tax assets have been applied against deferred tax liabilities to the extent that they are expected to be realised in the
same period, within the same tax paying entity.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Note 23. Non current assets and disposal
groups classified as held for sale
Non current assets and assets of disposal groups
classified as held for sale
Associates held for sale* 582 750 - -
Other non-curent assets 74 - - -
Assets of disposal groups held for sale* * 31 244 - -
Total non current assets and assets of disposal groups
classified as held for sale 967 994 - -

* Included within this balance are assets with a carrying value of $nil {2007: $409 million) provided as security over payables
to other financial institutions.
** Included within this balance are assets with a carrying value of $243 million (2007: $34 million) provided as security over
payables to other financial institutions.
# This year's balance includes the assets of Taurus Aerospace Group Inc. and Longview Oil and Gas. The prior year
balance represents the assets of ATM solutions and Longview Qil and Gas.

Liabilities of disposal groups classified as held for sale
Total liabilities of disposal groups classified as held for sale®* 215 170 - -

* This year's balance includes the liabilties of Taurus Aerospace Group Inc. and Longview Oil and Gas. The prior year
balance represents the liabilities of ATM Solutions and Longview Qil and Gas.

All of the above non current assets and assets/liabilities of disposal groups classified as held for sale are expected to be
disposed of by way of sale to a Macquarie managed fund, trade sale or sale to other investars within twelve months of
being classified as held for sale, unless events or circumstances occur that are beyond the Group's contral,

{a) Summarised information of material associates and jointly-controlled entities classified as held for sale is as follows:

Ownership
interest

Country of 2008 2007
Name of entity Incormporation  Reporting date % %
New World Gaming Partners Limited {a) Canada 31 December 50 -
MEQ Holdings Limited (b} + Bermuda 30 June 59 -
International Infrastructure Holdings Limited (c) Australia 31 Cecember 25 -
Macquarie New York Parking 2 LLC (d) » @ USA 31 December 7 53
Taiwan Cable TV Investments Sarl (e) A Taiwan 31 December - 20
Retirement Villages Group (f) @ Australia 30 June 10 48
Lane Cove Tunnel Holding Company Pty Limited (¢}  Australia 31 December - 19

All associates and jointly-controlled entities classified as held for sale are unlisted companies.
Voting power is equivalent to ownership interest unless otherwise stated.

+ At 31 March 2008, the Group had joint control because neither the Group nor its fellow investors had control in their
own right.

~ Voting power was not proportional to the ownership interest. At 31 March 2007, the Group had joint control because
neither the Group nor its fellow investors had control in their own right.

ArLegal interest was different to ownership interest. Legal interest in Taiwan Cable TV Investment Sarl as at 31 March 2007
was 40 per cent.

@ The Group's interests in these entities were reclassified from held for sale to interest in associates and joint ventures during
the financial year.

(a) Gambling infrastructure

{by Offshore marine support operations

{c) Infrastructure

{d}Retail parking stations

{e) Media, television and internet investments
(N Retirerment homes
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m Sm $m
Note 23. Non current assets and assets/liabilities
of disposal groups classified as held for sale continued
(b} For associates and jointly-controlled entities classif'ed as
held for sale, the Group's share of contingent liabifities is: as follows:
Share incurred jointly with other investors - - - -
For which the Group is severally liable - - - -
() For associates and jointly-controlled entities classified as
held for sale, aggregated financial information is as follows:
Group's share of:
Assets 1,263 2,542 - -
Liabilities 1,1 1,917 - -
Revenues 79 372 - -
Operating loss {53) - - -
Note 24. Due to banks
OECD banks 8,537 3,056 4,864 -
OECD central banks 131 229 - -
Clearing houses” 373 174 - -
Other 1,000 668 - -
Total due to banks 10,041 4,127 4,864 -
Amounts due to clearing houses are settled on the ne«t business day.
Note 25. Cash collateral on securities lent
and repurchase agreements
Central banks 37 1,018 - -
Governments 68 - - -
Financial institutions 12,397 5,730 - -
Cther 999 741 - -
Total cash collateral on securities lent
and repurchase agreements 13,781 7,489 - -
Note 26. Trading portfolio liabilities
Listed equity securities 7,604 14,258 - -
Commonwealth government securities 4,053 1,243 - -
Other government securities 154 352 - -
Corporate securities 14 69 - -
Total trading portfolio liabilities 11,825 15,922 - -
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m

Note 27. Debt issued at amortised cost
Debit issued at amortised cost™ 57,115 51,365 - -
Total debt issued at amortised cost 57,115 51,365 - -

Included within this balance are amounts payable to mortgage SPE noteholders of $21,564 millien (2007: $19,932 million).

Note 28. Other financial liabilities at fair vatue
through profit or loss

Debt issued at fair value 254 1,229 - -
Equity linked notes 6,034 4,323 -

Total other financial liabilities at fair value

through profit or loss 6,288 5,952 - -
Reconciliation of debt issued at amortised cost and other

financial liabilities at fair value through profit or loss

by major currency:

Australian dollars 42,143 28,596 - -
United States dollars 7,730 15,936 - -
Euro 5170 5,120 - -
Canadian dollars 2,547 214 - -
Great British pounds 2,133 3,467 - -
Japanese yen 1,624 571 - -
Hong Kong dollars 896 1,592 - -
Singapore dollars 621 240 - -
Other currencies 539 1,181 - -
Total by currency 63,403 56917 - -

The Group's primary sources of domestic and international debt funding are its multi-currency, multi-jurisdictional Debt
Instrument Program and domestic NCD issuance. Securities can be issued for terms varying from one day to 30 years.

Note 29. Other liabilities

Due to brokers and customers” 5,016 3,034 - -
Accrued charges and sundry provisions 3,993 3,556 - -
Creditors 3,010 5,166 - -
Other 19N 202 - -
Total other liabilities 12,210 11,958 - -

Amounts due to brokers and customers are payable within three working days of the refevant trade date.

Note 30. Provisions

Provision for annual leave 86 63 - -
Provision for long service leave 64 53 - -
Provision for dividend 29 31 - -
Total provisions 179 153 - -
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Note 31. Capital
The Company and Group's capital management strateqy is to maximise shareholder vatue through optimising the level
and use of capital resources.

The Group's capital management objectives are to:

Continue to support the Group's credit rating

Ensure sufficient capital resource to support the Group's business and operational requirements
Maintain sufficient capital to exceed externally imposed capital requirements

Safeguard the Group's ability to continue as a going concern.

The Group's capital management strategy uses both internal and external measures of capital. Internally, an economic
capital model (ECM) has been developed to quantify the Group's aggregate level of risk. The ECM is used in the Group to
support business decision making, including deciding the required level of capital, the setting of risk appetite and as a risk
adjusted performance measure.

The Group is subject to minimum capital requirements externally imposed by APRA and from 1 January 2008, a Group
contralled entity, Macquarie Bank Limited, has been granted accreditation by APRA to adopt the Basel Il Foundation
Internal Ratings Based Approach for credit risk and the Advanced Measurement Approach for operational risk. Pricr to
1 January 2008, the Group reported to APRA under the prudential requirements referred to as Basel 1.

Regulatory capital requirements are measured at three levels of consolidation within the Group. MBL and certain controlled
entities which meet the APRA definition of extended licensed entities are reported as “Level 1”. “Level 2" consists of MBL,
its controlled entities and its immediate parent less certain controlted entities of MBL which are deconsolidated for APRA
reporting purposes. These include entities conducting insurance, funds management, non-financial operations and special
purpose vehicles. “Level 3" consists of the Level 2 groups plus the Non-Banking Group. APRA requires Authorised
Deposit-taking Institutions (*AD1s”) to have a minimum ratio of capital to risk-weighted assets (*RWAs”) of 8 per cent at both
Level 1 and Level 2, with at least 4 per cent of this capital in the form of tier 1 capital. In addition, APRA imposes ADI
specific minimum capital ratios which may be higher than these levels, Macquarie internal capital policy set by the Board
requires capital floors above this regulatory required level. Under the Non-Operating Holding Company structure, APRA
has imposed minimum regulatory capital requirements: calculated as the sum of the dollar value of.

— MBL's minimum tier 1 capital requirement, based on a percentage of RWA's plus tier 1 deductions using prevatling
APRA ADI Prudential Standards; and

— The non-ADI group capital requirement, using the Group's ECM. Transactions internal to the Macquarie Group
are excluded.

The overall Level 3 capital position is reported as an excess over the regulatory imposed minimum capital
adequacy requirement.

The Group's Level 3 eligible capital is defined by APRA as Group Capital {ordinary equity plus reserves plus hybrids) less
regulatory adjustments required for the Banking Group, less certain reserves of the Non-Banking Group.

The Group has satisfied its externally imposed capital requirements at Level 1, Level 2 and Level 3 throughout the year.
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Note 32. Loan capital
Subordinated debt

Agreements between the Group and the lenders provide that, in the event of liguidation, entitlernent of such lenders to
repayment of the principal sum and interest thereon is and shall at all times be and remain subordinated to the rights of

all other present and future creditors of the Group.

The dates upon which the Group has committed to repay the principal sum to the lenders are as follows:

Consolidated  Consolidated Company Company
2008 2007 2008 2007
$m $m $m $m
Subordinated debt

At call 6 - - -
30 March 2009 7 - - -
18 February 2013 - 227 - -
2 May 2013 25 25 - -
20 June 2013 346 332 - -
15 September 2014 3 301 - -
18 September 2015 383 432 - -
19 September 2016 372 486 - -
6 December 2016 605 576 - -
31 May 2017 305 292 - -
Total subordinated debt 2,350 2671 - -

Reconciliation of subordinated debt by majer currency:
Euro 951 908 - -
Australian dollars 569 845 - -
Great British pounds 434 486 - -
United States dollars 383 432 - -
Canadian dollars 13 - - -
Total subordinated debt by currency 2,350 2,671 - -

In accordance with APRA guidelines, Macquarie Bank Limited, a controlled entity, includes the applicable portion of its

loan capital principal as Tier 2 capital.
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2008
Number
of shares

Consolidated
2007

Number

of shares

2008

Consolidated
2007

$m

Note 33. Contributed equity

Ordinary share capital

Opening balance of fully paid ordinary shares 253,941,205
Issue of 10,608,061 ordinary shares on
22 May 2006 at $66.00 per share
Issue of 8,620,680 ordinary shares on
21 May 2007 at $87.00 per share 8,620,690
On-market purchase of shares pursuant to

the Macquarie Bank Staff Share Acquisition Plan

(“MBSSAPT and Non Executive Directors Share

Acquisition Plan {“NEDSAP") at $88.67 (2007: $67.94)

per share (313,615)
Allocation of shares to employees pursuant to the

MBSSAP and NEDSAP at $88.67 {2007: $67.94) pershare 313,615
On-market purchase of shares pursuant to the

Macquarie Group Staff Share Acquisition Plan (*MGSSAP?)

and NEDSAP at $75.99 per share (12,664)
Allocation of shares to employees pursuant to the MGESAP

and NEDSAP at $75.99 per share 12,664
Issua of shares on exercise of cptions 7,260,989
Issue of shares on 23 June 2006 pursuant

to the Share Purchase Plan at $66.00 per share -
Issue of shares on 25 June 2007 pursuant

to the Share Purchase Plan at $87.00 per share 912,076
Issue of shares on 12 January 2007 pursuant

to the Employee Share Plan effectively at $76.82 per share -
Issue of shares on 11 January 2008 pursuant

to the Employee Share Ptan effectively at $70.39 per share 24,290
Issue of shares on 5 July 2006 pursuant to the

Dividend Reinvestment Plan (“DRP") at $63.60 per share -
Issue of shares on 15 December 2006 pursuant to the

DRP at $70.23 per share -
Issue of shares on 4 July 2007 pursuant to the DRP

at $86.44 per share 2,146,392
Issue of shares on 30 January 2008 pursuant

1o the DRP at $68.38 per share 1,665,095
Issue of shares on 22 February 2008 pursuant

to the DRP at $68.38 per share 103
Transfer from share based payments reserve

for expensed options that have been exercised -

232,440,369

10,606,061

(288,009}

288,009
7,536,936
137,947
21,632

1,523,326

1,674,934

3,103

745

(28

28

185

114

43

1,916

696

{20)

20

97

117

27

Closing balance of fully paid ordinary shares 274,570,840

253,941,205

4,534

3,103

As at 31 March 2008, 38,035,761 (2007 34,358,275) options granted to employees over unissued ordinary shares had
not been exercised, For further information regarding the terms and conditions of the issue of options and shares to

employees refer to note 38 - Employee equity participation.
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Company Company
2008 2007 2008 2007
Number Number
of shares of shares $m $m
Note 33. Contributed equity continued
Ordinary share capital
Opening batance of fully paid ordinary shares 2 - - -
Issue of 2 ordinary shares on 12 October 2006
at $1.00 per share - 2 - -
Redemption of share capital via reverse acquisition
on 13 November 2007 (note 1) (2) - - -
Issue of ordinary shares to Macquarie Bank Limited
shareholders on a one-far-one basis on
13 November 2007 (note 1) 271,086,657 - 23,982 -
On-market purchase of shares pursuant to the
MGSSAP and NEDSAP at $75.99 per share (12,664) - 1 -
Allocation of shares to employees pursuant
to the MGSSAP and NEDSAP at $75.99 per share 12,664 - 1 -
Issue of shares cn exercise of options 1,794,695 - 68 -
Issue of shares on 11 January 2008 pursuant
to the Employee Share Plan effectively at $70.39 per share 24,290 - 2 -
Issue of shares on 30 January 2008 pursuant
to the DRP at $68.38 per share 1,665,095 - 114 -
Issue of shares on 22 February 2008 pursuant
to the DRP at $68.38 per share 103 - - -
Transfer from share based payments reserve
for expensed options that have been exercised - - 14 -
Closing balance of fulty paid ordinary shares 274,570,840 2 24180 -

On 13 November 2007, the date of the implementation of the Macquarie Group restructure, MBL shareholders received
shares in MGL on a one-for-one basis (with the exception of ineligible foreign shareholders}. This resulted in the issue of

271,086,657 MGL ordinary shares.

Consolidated  Consolidated Company Company

2008 ’ 2007 2008 2007

$m $m $m $m

Treasury shares (12} {7) - -

Exchangeable shares

Exchangeable to shares in Macquarie Group Limited

on a 1:1 basis 133 - - -

Total exchangeable shares 133 - - -

The exchangeable shares were issued by a controlled entity in November 2007 as cash consideration for the acquisition
of Orion Financial Inc and are classified as equity in accordance with AASB 132 Financial Instruments: Presentation.

They are eligible to be exchanged 1:1 for shares in Macquarie Group Limited (subject to staff trading restrictions) and will
pay dividends equal to the Macquarie Group Limited dividends during their legal lite. The exchangeable shares will expire

in November 2017 and carry no Macquarie Group Limited voting rights.
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Consolidated  Consolidated Company Company
2008 2007 2008 2007
&m $m $m $m
Note 34. Reserves, retained eamings and minority interest
Reserves
Foreign currency translation reserve
Opening balance 1 4 - -
Currency translation differences arising during the
financial year, net of hedge (20) 3 - -
Total foreign cumrency translation reserve (19) 1 - -
Available for sale reserve
Opening balance 228 151 - -
Revaluation movement for the financial year, net of tax 33 175 - -
Transfer to profit on realisation (38} {98) - -
Total available for sale reserve 223 228 - -
Share-based payments reserve
Opening balance 144 84 - -
Option expense for the financial year 126 a7 - -
Options issued to controlled entity employees - - 56 -
Transfer to share capital on exercise of expensed options (43) 2n (14) -
Total share-based payments reserve 227 144 42 -
Cash flow hedging reserve
Opening balance 10 2 - -
Revaluation movement for the financial year, net of tax 24 8 - -
Total cash flow hedging reserve 34 10 - -
Share of reserves of interests in associates
and joint ventures using the equity method
Opening balance (3) e - -
Share of reserves during the financial year (6) (12) - -
Total share of reserves of interests in associates
and joint ventures using the equity method ) 3 - -
Total reserves 456 380 42 -
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Consolidated  Consolidated Company Company

2008 2007 2008 2007
$m $m $m $m

Note 34. Reserves, retained eamings and minority interest continued
Retained earnings
Balance at the beginning of the financial year 2,795 1924 - -
Profit/loss) attributable to ordinary equity holders of
Macquarie Group Limited 1,803 1,463 8) -
Dividends paid on ordinary share capital (note 7} (880) {602) (396) -
Balance at the end of the financial year 3,718 2,795 (404) -

Minority interest
Macquarie Income Preferred Securities™

Proceeds on issue of Macquarie Income Preferred Securities 894 894 - -
Issue costs (10) {10) - -
884 884 - -
Retained Profits 50 54 - -
Distribution provided on Macquarie Income Preferred Securities {50) 54) - -
Foreign cumency translation reserve (132) {43) - -
Total Macquarie Income Preferred Securities 752 B4 - -
Macquarie Income Securities™
4,000,000 Macquarie Income Securities of $100 each 400 400 - -
Less transaction costs for original placement (9) ©) - -
Total Macquarie Income Securities a9 39 - -

Other minority interest

Qrdinary share capital B4 9 - -
Preference share capital 6 6 - -
Accumulated (osses)/gains ] 1 - -
Total other minority interest 89 16 - -
Total minority interest 1,232 1,248 - -

On 22 September 2004, Macquarie Capital Funding LP, a member of the Group, issued £350 milion of MIPS, MIPS —
guaranteed non-cumulative step-up perpetual preferred securities — currently pay a 6.177 per cent (2007: 6.177 per cent)
semi-annual non-cumulative fixed rate distribution. They are perpetual securities and have no fixed maturity but may be
redeemed on 15 April 2020, at MGL's discretion. If redemption is not elected on this date, the distribution rate will be reset
to 2.35 per cent (2007: 2.35 per cent) per annurm above the then five-year benchmark sterling gilt rate. MIPS may be
redeemed on each fifth anniversary thereafter at MGL's discretion. The first coupon was paid on 15 Aprit 2005.

The instruments are reflected in the Group’s financial statements as a minority interest, with distribution entitements being
included with the minority interest share of profit after tax.

The Macquarie Income Securities issued by MBL, a controlled entity, were listed for trading on the Australian Stock
Exchange (now Australian Securities Exchange) on 19 October 1999 and became redeemabla (in whole or in part) at
MBL's discretion on 19 November 2004. Interest is paid quarterty at a floating rate of BBSW plus 1.7 per cent p.a. (2007
1.7 per cent p.a.). Payment of interest to holders is subject to certain conditions, inciuding the profitability of MBL.

They are a perpetual instrument with no conversion rights,

These instruments are classified as equity in accordance with AASB 132: Financial Instruments: Presentation and reflected
in the Group's financial statements as minority interest, with distribution entitliements being included with minority interests’
share of profit after tax.

Distribution policies for these instruments are included in note 7 to the financial statements.
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Consolidated  Consolidated Company Compariy
2008 2007 2008 2007
$m $m $m $m

Note 35. Notes to the cash flow statements

Reconciliation of cash

Cash at the end of the financial year as shown in the cash flow statements is reconciled to related iterns in the Balance Sheet
as follows:

Cash and balances with central banks 7 3 - -
Due from other financial institutions -

- due from banks® 10,090 5,540 - -
- trading securities"" 10,718 2,783 - -
Cash and cash equivalents at the end of the financial year 20,815 8,326 - -

Reconciliation of profit from ordinary activities after
income tax to net cash flows from operating activities

Profit/(loss) from ordinary activities after income tax 1,888 1,551 (8) -
Adjustments to profit from ordinary activities
Accretion of interest on available for sale financial assets {548) (165) -
Amoritisation of capitalised software and cother 25 6 - -
identifiable intangibles
Armounts provided during the financial year 535 55 - -
Depreciation on property, plant and equipment 120 81 - -
Dividends received as return of investments in controlled entities - - 16,635 -
Dividends received from associates 315 374 - -
Fair value changes on available for sale financial assets
transferred to profit or loss on realisation (38) (08) - -
Fair value changes on financial assets and liabilities at
fair value through profit or loss 37 (87} - -
Gain on deconsolidation of previcusly controlled entities
and businesses held for sale (293) {469) - -
Gains on disposal of property, plant and equipment (19) - - -
Net gains on sale of associates (including associates
held for sale) and joint ventures (560} (650 - -
Net gains on sale of investment securities available for sale {123} (160) - -
Share based payment expense 126 87 - -
Share of net profits of associates and joint ventures
using the equity method (156) (242) - -
Changes in assets and liabilities
Decrease in dividends receivable 1 376 - -
Increase in amount due from controlled entities under
tax contribution agreement - - {119) -
Increase in fees and commissions receivable {192 {66) - -
{Decrease)/increase in fees and commissions payable (2 41 - -
Increase in current tax liabilities 170 215 49 -
Increase in deferred tax assets (261) (385) (1) -
Increase/{decrease) in deferred tax ligbilities 43 (79) - -
Increase in interest receivable (256) (225) - -
Increase in interest payable 93 319 17 -
increase in provisions for employment entitlements 28 20 - -
Increase in loan assets granted {net) (6,675) (11,567) (13,767) -
Increase in loan payable to a controlled entity - - 8,800 -
Decrease/(increase) in debtors, prepayments, accrued
charges and creditors 390 1,378 1) -
Decrease/(increase) in financial instruments,
foreign exchange and commodities 6,069 (9,260) - -
Increase in amounts due to other financial institutions,
depesits and other borrowings 16,984 17,462 4,847 -
Decrease in life investment contract receivables 910 513 - -
Net cash flows from/{used in} operating activities 18,611 {975) 16,452 -

* Includes cash at bank, overnight cash at bank, other lozns to banks and amounts due from clearing houses as per note 2(xx).
* Includes certificates of deposit, bank bills and other short-term debt securities as per note 2(xx).
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Consolidated  Consolidated Company Company

2008 2007 2008 2007
$m $m $m $m
Note 35. Notes to the cash flow statements continued
Non cash investing activities
Capitalisation of amount receivable from a controlled entity - - 50 -
Total non cash investing activities - - 50 -

During the financial year, the Company capitalised an amount owing from a controlled entity, Macquarie Group Services :
Australfa Pty Limited, with an issue of new shares by the controlled entity. This increased the Company's cost of
investment in the controlled entity without a corresponding outflow of cash and cash equivalents.

Financing agreements
Total unused 4272 1,014 4,100 -

Total overdraft facilities 4,272 1,014 4,100 -

As at 31 March 2008, the Company has a $9 billion senior unsecured syndicated bank debt facility, provided by a group
of 46 major Intemational and Australian financtal institutions, with maturities ranging out to November 2012, As at 31
March 2008, the company has drawn down $4.9 billion (2007; $nil) of the amount available.

The Company has received an $10.1 billion Transitionat Bridge Facility from MBL of which $8.8 biliion remained
outstanding at the balance date. The facility, which is an unsecured amortising two-year committed term loan, is providing
transitional funding to MGL whilst MGL establishes its profile in the term funding markets.

Capital Meters Limnited, a controlled entity of Macquarie Financial Holdings Ltd, incorporated in the United Kingdom, has
a credit facility of GBP 113 milion, equivalent to AUD 245 mitlion (2007: GBP 118 million, equivalent to AUD 287 milion).
As at 31 March 2008, the entity had drawn down GBP 60 million, equivalent to AUD 130 milion (2007: GBP 50 million,
equivalent to AUD 122 million} of the facility available.

Macquarie Equities (Asia) Limited, a controlled entity of the Macquarie Financial Holdings Ltd, incorporated in Hong
Kong, has an overdraft facility of HKD 200 million, equivalent to AUD 28 milion {2007: HKD 200 million, equivalent to
AUD 32 million). The facility may be drawn down at any time and is subject to annual review on 31 December of each
year. As at 31 March 2008, the facility is undrawn (2007: undrawn).

Aviation Technical Services Inc, a controlled entity of the Macquarie Financial Holdings Ltd, Incorporated in the
United States, has an overdraft facility of USD 27 million, equivalent to AUD 29 million (2007: $nil). The facility may be
drawn down based on qualifying assets based on the financial results of the company. As at 31 March 2008, the
facility is undrawn (2007: undrawn).
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Note 36. Related party information

Controlled entities ’

During the financial year, the Macquarie Group was restructured which resulted in the Company being established as the
ultimate parent entity of the Macquarie Group, Qualitativa disclosures of the transaction are presented in note 1 to the
financial staternents, and quantitative disclosures are presented in cther notes to the financial staterments, where relevant.

Transactions between the Company and its controlled entities principally arise from the granting of loans and the provision
of management and administration services.

All transactions with controlled entities are in accordancs with regulatory requirements, the majority of which are on
commercial terms. All transactions undertaken during the financial year with controlled entities are eliminated in the
consolidated financial statements. Amounts due fromn and due to controlled entities are presented separately in the balance
shest of the Company except when offsetting reflects the substance of the transaction or event.

Balances arising from lending and bomrowing activities between the Company and its controlled entities are extended on
arms length terms and where appropriate may be either subordinated or collateralised.

The Company has received a $10.1 billion Transitional Bridge Facility from MBL of which $8.8 billion remained outstanding
at the balance date. This facility, which is an unsecured amortising two-year committed term loan, is providing transitional
funding to MGL whilst MGL establishes its profile in the term funding markets.

Subsequent to the restructure described above, the Company as the ultimate parent entity of the Macquarie Group,
became the head entity of the tax-consolidated group. During the financial year, the Company entered into a tax
contribution agreement with its eligible Australian resident controfled entities. The terms and conditions of this agreement
are set out in note 2 (V) — Summary of significant accounting policies. As at 31 March 2008, the amount receivable by the
Company under the tax contribution agreement with the tax consolidated entities is $119 milion (2007: $198 million). This
balance is included in “Due from controlled entities” in the Company’s separate balance sheet.

in the prior financial year, the former ultimate parent entity of the Macquarie Group, Macquarie Bank Limited, entered into
derivative transactions with its controlled entities to hedge their operations. The fair value of derivative financial instruments
relating to transactions between Macquarie Bank Limited and its controlled entities at 31 March 2007 were $281 million
positive valug and $203 million negative value.

During the year, the following transactions occurred with controlled entities:

Consolidated  Caonsolidated Company Company

2008 2007 2008 2007

$m $m $m $m

Interest income received/receivable {note 3) - - 381 -

Interest expense paid/payable (note 3} - - (279) -

Management fees, group service charges and cost recoveries - - 15 -

Options issued to employees of controlled entities (note 34) - - (56) -

Dividends and distributions - - 16,635 -
The following balances with controlled entities were outstanding

at the year end:
Arnounts receivable - - 13,891 -
Amounts payable - - (8,855) -
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Note 36. Related party information continued

Associates and joint ventures

Transactions between the Group and its associates and joint ventures principally arise from the provision of corporate
advisory services, the granting of loans, derivative transactions and the provision of management services. Al transactions
undertaken with associates and joint ventures are efiminated where they are unrealised, to the extent of ownership
interests held by the Company and its controlled entities, in the consclidated income statement.

Consolidated  Consolidated Company Company
2008 2007 2008 2007
Sm $m $m $m

During the yaar, the following transactions occurred with associates and joint ventures:
Interest income received/receivable 26 80 - -
Interest expense paid/payable (1) (13) - -
Fee and commission income* 1,522 967 - -
Cther income 3 4 - -
Gains on sale of securities™ 85 58 - -
Dividends and distributions ™" {note 19) 315 374 - -
Brokerage and commission expense (22) (14) - -

* Fee and commission income includes all fees charged to associates. Any unrealised component is eliminated to
determine the Group’s share of net profits of associates and joint ventures using the equity method.
™ Gains on sale of secutities are shown after elimination of unrealised profits/losses calculated by reference to the Group’s
ownership interest in the associate.
" Dividends and distributions are shown as gross amounts. Under the equity method, these amounts are not taken up as
income but are recorded as a reduction of the carrying amount of the investment.

The following balances with associates and joint ventures were outstanding at the year-end {these exclude amounts which
in substance form part of the Group's net investment in associates, disclosed in note 19):

Consolidated  Consolidated Company Company

2008 2007 2008 2007

$m $m $m $m

Amounts receivable 799 721 - -
Amounts payable ") (68) - -

Balances arising from lending and borrowing activities between the Company and its associates and joint vanturas are
typically repayable on demand, but may be extended on a term basis and where appropriate may be either subordinated
or collateralised.
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Note 37. Key Management Personnel disclosure

Key Management Personnel

The Macquarie Group restructured on 13 November 2007. The Key Management Personnel for the restructured MGL
Group have remained the same as the predecessor entity Macquarie Bank Limited. Pricr to the date of restructure,
disclosures throughout this note are in respect of the MBL Group.

The restructure was accounted for as a reverse acquisition in accordance with AASB 3 Business Combinations. MGL's
consolidated financial statements and the disclosures throughout this note have been presented as a continuation of the
Macquarie Group. Full details of the restructure ¢an be found in note 1.

Throughout this disclosure note, Mr Clarke and Mr Johnson are presented as Non-Executive Directors for the current year
and Executive Directors for the comparative year. This was because they both retired from executive responsibilities with
effect from 31 March 2007.

The composition of the MGL Board changed on 30 August 2007. For the period from incorporation until 30 August 2007,
W.R. Sheppard, G.C. Ward and 3.J. Dyson were Girectors of Macquarie Group Limited. During this time, the Company
was dormant and these Directors did not receive any remuneration for their services as Director.

Otherwise the following persons were Voting Directors of MGL or its predecessor entity MBL during the financial years
ended 31 March 2008 and 31 March 2007, or as indicated. The appointment date relates to the date appointed as an
MGL Birector.

Executive Directors

N.W. Moore” Group Head, Macquarie Capital {sppointed on 5 February 2008, resigned on 17 February 2008
and reappointed on 22 February z008)

AE. Moss, AO™ Managing Director and Chief Executive Officer {appointed 30 August 2007)

L.G. Cox, AQ {appointed 30 August 2007)
Non-Executive Directors
J.G. Allpass™ (retired 19 July 2007}

D.S. Clarke, AO Non-Executive Chairman (appointed 30 August 2007)
M.R.G. Johnson*™  Deputy Chairman {retired 18 July 2007}

P.M. Kirby fappointed 30 August 2007}
C.B. Livingstone, AQ (appointed 30 August 2007)
B.R. Martin™ {retired 20 July 2006}

H.K. McCann, AM  {appointed 30 August 2007}
J.R. Niand, AC {appointed 30 August 2007)
H.M. Nugent, AC (appointed 30 August 2007}
P.H. Warme™~ {appointed 30 August 2007)

In addition to the Executive Directors listed above, the following persons also had authority and responsibility for planning,
directing and controlling the activities of the Company and its controlled entities during the past two financial years ended
31 March 2008 and 31 March 2007, unless otherwise indicated.

Executives

J.K. Burke” Group Head, Equity Markets Group

M. Carapiet* Joint Head - Macquarie Capital Advisors, Macquarie Capital

A.J. Downe™ Group Head, Treasury and Commodities Group

P.J. Maher~ Group Head, Financial Services Group

N.R. Minogue™ Group Head, Risk Management Group

W.R. Sheppard® Deputy Managing Cirector

G.C. Ward* Chief Financial Cfficer

W.J. Moss, AM Former Group Head, Barking & Property Group (retired on 30 March 2007)

* Members of the Group’s Executive Committee as at 19 May 2008.
** These directors retired as Directors of Macquarie Bank Limited, the former ultimate parent of the Macquarie Group.
“*P.H. Warne was appointed as a Director of Macquarie Bank Limited, the former uftimate parent of the Macquarie Group,
on 1 July 2007.
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Note 37. Key Management Personnel disclosure continued
it is important to note that the Company's Non-Executive Directors are specifically required to be categorised as Key
Management Personnel for the purposes of the disclosures in the remuneration report. However, the Non-Executive
Directors do not consider that they are part of ‘management’.

The remuneration arrangements for all of the persons listed above are described in Appendix 2 of the Remuneration
Report, contained in the Directors' Repart on pages 56 to 110.

Key Management Persaonnel remuneration
The following tables detait the aggregate remuneration for Key Management Personnel. The Company has taken

advantage of the relief provided by ASIC Class Order 06/50 and has transferred the detailed remuneration disclosures to
the Directors’ Report. The relevant information can be found in Appendix 2 of the Remuneration Report.

Short-term  Long-term* Share
employee employee based
benefits benefits payments
Total
Salary and Performance short-term
fees ({including related Cther  employee  Restricted Total
superannuation)  remuneration benefits benefts  profit share Options  remuneration
$ $ 3 $ $
Executive Remuneration
2008 4,666,247 97,731,225 -102,397,472 4,661,946 17,687,300 124,746,718
2007 5,614,873 153,640,322 - 159,255,195 40,449,633 7,369,553 207,074,381
Non-Executive Remuneration
2008 2,450,087 - 200,124 2,650,211 - - 2,650,211
2007 1,543,837 - 89,433 1,633,270 - - 1,633,270

" Includes earnings on restricted profit share.
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Note 37. Key Management Personne! disclosure continued

Option holdings of Key Management Personnel and their related parties

The foflowing tables set out details of options held during the year for the Key Management Personnel including their
related parties, on a consolidated Group basis. The options are over fully paid unissued ordinary shares of Macquarie
Group Limited. The opening balance relates to holdings over MBL options. As detailed in note 1, optionholders of MBL
obtained one MGL ordinary option for each ordinary option they held in MBL at the date of the restructure, Further
details in relation to the Option Plan are disclosed in note 38 — Employee equity participation.

For the year ended 31 March 2008

Number of
Qptions Qptions options Number of
granted exercised Number of vested options
Number of  during the  during the options held during the vested at
Name and options held at financial financial Other at 31 March financial 31 March
position 1 Apri! 2007 year year changes 2008 year 2008
{a) (b} {b)
Executive Directors
LG. Cox 23,265 9,000 - - 32,265 4,673 7,473
N.W. Mocre 594,335 154,400 (216,001) - 532,734 138,333 56,666
AE. Moss 511,000 159,400 - - 670,400 115,200 170,400
Non-Executive Directors
J.G. Allpass (¢) - - - - - - -
D.S. Clarke (f) 53,734 - (53,734) - - - -
M.R.G. Johnson (d) 84,795 - - - 84,795 - 36,366
PM. Kirby - - - - - - -
C.B. Livingstone - - - - - - -
H.K. MeCann - - - - - - -
J.R. Niland - - - - - - -
H.M. Nugent - - - - - - -
PH. Warne (g} - - - - - - -
Executives
J.K. Burke 181,335 50,000 (6,657) - 224678 53,001 46,344
M. Carapiet 356,838 126,000 (99,771) - 383,067 99,771 -
AJ. Downe 218,335 85,000 (55,001) - 248,334 71,667 16,666
P.J. Maher 125,000 25,000 (64,999) - 85,001 31,666 -
N.R. Minogue 129,835 35,000 (46,501) - 118,334 36,667 11,666
W.R. Sheppard 148,334 45,000 - - 193,334 53,332 53,332
G.C. Ward 100,743 30,000 (27,409) - 103,334 31,667 10,000

{a) Vested options sold under tacility provided by an external party unless otherwise noted.

(b) Or date of retirement if earlier.

{c) Mr Allpass retired from the Macquarie Group on 19 July 2007, his balance at 31 March 2008 represents holdings at date
of retirement.

{d)Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Director until he
retired on 19 July 2007. His balance at 31 March 2008 represents holdings at date of retirement.

{e) Mr Warne was appointed to the Board of Directors on 1 July 2007,

{f) Mr Clarke retired as Executive Chairman on 31 March 2007. He continues as Non-Executive Chairman.
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Note 37. Key Management Personnel disclosure continued

Far the year ended 31 March 2007

Number of
Options Options options  Number of
granted exercised Number of vested options
Number of during the during the options held  duringthe vested at
Narme and options held at financial financial Other  at 31 March financial 31 March
position 1 April 2006 year year changes 2007 year 2007
(@) {b) (b}
Executive Directors
D.S. Clarke (c) 133,934 - - (80,200 53,734 53,734 53,734
L.G. Cox 15,720 9,245 (1,700) - 23,265 2,800 2,800
M.R.G Johnson 66,300 18,495 - - 84,795 36,366 36,366
AE. Moss 502,400 165,400 - {156,800) 511,000 107,468 55,200
Non-Executive Diractors
J.G. Allpass 1,700 - {1,700} - - - -
PM. Kirby - - - - - - -
C.B. Livingstone - - - - - - -
B.R. Martin (d) 1,700 - (1,000) - 700 - 700
H.K. McCann 1,700 - (1,700) - - - -
J.R. Niland - - - - - - -
H.M. Nugent - - - - - - -
Executives
J.K. Burke 242,000 65,000 (7,000) {118,665) 181,335 39,899 -
M. Carapiet 297,144 143,360 (83,666) - 356,838 83,666 -
A.J. Downe 292,168 85,000 {54,500) (104,333 218,335 82,833 -
PJ. Maher 121,668 30,000 (13,334) (13,334) 125,000 30,001 33,333
N.R. Minogue 132,334 35,000 - {37,499) 129,835 36,333 21,500
N.W. Moore 434,335 160,000 - - 594,335 134,334 134,334
W.R. Sheppard 161,000 45,000 - (57,666) 148,334 57,666 -
G.C. Ward 95,001 30,000 (15,924) 8,334) 100,743 30,000 5742
Former
W.J. Moss (&) 297,501 105,000 - {73,500) 329,001 73,500 -

$3,245,250). He will continue as Non-Executive Chairman.

{d) Mr Martin retired as a Non-Executive Director of MBL on 20 July 2006,
() Mr W.J. Moss retired from the Executive Committee on 30 March 2007.

{a) Vested options sold under facility provided by an external party unless otherwise noted.
{b) Or date of retirement if earlier,
{c} Mr Clarke retired as Executive Chairman on 31 March 2007, whereupon 80,200 unvested options lapsed {with a value of
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Note 37. Key Management Personnel disclosure continued

Shareholding of Key Management Personnel and their related parties

The following tables set out details of fully paid ordinary shares of the Company held during the year by the Key
Management Personnel including their related parties, on a consolidated Group basis. The opening balance relates to
holdings over MBL shares. As detailed in note 1, shareholders of MBL obtained one MGL ordinary share for each ordinary
share they held in MBL at the date of the resiructure.

For the year ended 31 March 2008

Shares
Number of issued Number of
shares held at on exercise Other  shares held at
Name and position 1 April 2007 of options changes 31 March 2008
@ {b)
Executive Directors
L.G. Cox 269,812 - - 269,812
N.W. Moore 843,113 216,001 (28,604) 1,030,510
AE. Moss 404,336 - (100) 404,236
Non-Executive Directors
J.G. Allpass (¢) 18,513 - - 18,513
D.S. Clarke 651,113 53,734 21 704,868
M.R.G. Johnson (d) 293,803 - - 293,803
PM. Kirby 9,772 - - 9,772
C.B. Livingstone 7,550 - 882 8,432
H.K. McCann 11,359 - - 11,359
J.R. Niland 5,959 - 2,000 7.959
H.M. Nugent 19,762 - 851 20,613
PH. Wame (e) 8,790 - 287 9,077
Executives
J.K. Burke 25,000 6,657 - 31,657
M. Carapiet 525,934 99,771 (94,431) 531,274
A.J. Downe 121,035 55,001 - 176,036
PJ. Maher 60,153 64,999 17 125,323
N.R. Minogue 110,811 46,501 - 157,312
W.R. Sheppard 259,271 - 2,042 261,313
G.C. Ward 29,211 27,409 - 56,620

{a) Includes on market acquisitions and disposals.

{b) Or date of retirement if earlier.

{c} Mr Allpass retired on 19 July 2007. His balance at 31 March 2008 represents holdings at date of retirement.

{d)Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Director untit he
retired on 19 July 2007. His balance at 31 March 2008 represents holdings at date of retirement.

(e} Mr Warne was appointed to the Board of Directors on 1 July 2007. The opening balance on 1 April 2007 represents
holdings as at the date of appointment as director on 1 July 2007,
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Note 37. Key Management Personnel disclosure continued
For the year ended 31 March 2007

Shares
Number of issued Number of
shares held at on exercise Other shares held at
Name and position 1 Aprit 2006 of options changes 31 March 2007
{a ()]
Executive Directors
D.8. Clarke 977,248 - (326,135) 651,113
L.G. Cox 268,112 1,700 - 269,812
M.R.G Johnson 353,803 - {60,000) 293,803
A.E. Moss 404,336 - - 404,336
Non-Executive Directors
J.G. Allpass 16,563 1,700 250 18,513
PM. Kirby 7,891 - 1,881 9,772
C.B. Livingstone 7,336 - 214 7.550
B.R. Martin (¢} 8,974 1,000 146 10,120
H.K. McCann 9,659 1,700 - 11,359
J-R. Niland 4,109 - 1,850 5,959
H.M. Nugent 19,112 - 650 19,762
Executives
J.K. Burke 18,000 7,000 - 25300
M. Carapiet 345,805 83,666 96,463 525934
AJ. Downe 66,535 54,500 - 121,035
£.J. Maher 46,819 13,334 - 60,153
N.R. Minogue 110,811 - - 110,811
N.W. Moore 835,251 - 7,862 843,113
W.R. Sheppard 259,271 - - 259,271
G.C. Ward 13,287 15,924 - 28,211
Former
W.J. Moss (d) 269,511 - 190 269,701

{a) Includes on market acquisitions and disposals.
(b) Or date of retirement if earlier.

{c) Mr Martin retired as a Non-Executive Director of MBL on 20 July 2006.
{d) Mr W.J. Moss retired from the Executive Committee on 30 March 2007
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Note 37. Key Management Personnel disclosure continued

Loans to Key Management Personnel and their related parties
Details of loans provided by the Group to Key Managernent Personnel and their related parties are disclosed in the

following tables:

Opening Closing Number
balance at Interest balance in group
1 April charged* Write-off at 31 March 31 March
$'000 $'000 $'000 $°000
Total for Key Management 2008 57,545 4486 - 62,540 14
Personnel and their 2007 76,318 5871 - 62,101 19
related parties
Total for Key Management 2008 41,862 3,014 - 44,525
Personnel 2007 57,882 4,493 - 44,891 11

*

Includes loans provided by the Group to Mr W.J. Moss and his related parties. Mr W.J. Moss retired from the Executive

Committee on 30 March 2007, As such, he was not a Key Management Personnel on 1 April 2007 and his loans have nat
been included in the 2008 opening balance.

Loans and other financial instrument transactions are made by the Group In the ordinary course of business with

redated parties.

Certain Yoans are provided under zero cost collar facilities secured over Macquarie Group Limited shares under normal
terms and conditions consistent with other customers and employees.

Key Management Personnel including their related partes with loans above $100,000 at any time during the financiat year:
For the year ended 31 March 2008

Balance
Balance at Interest 31 March Highest
Name and position 1 April 2007 charged Write-off at 2008 in period
(@ )
$'000 $'000 $'000 $'000 $'000
Executive Directors
L.G. Cox 200 7 - - 765
N.W. Moore 12,891 618 - 12,259 12,891
Non-Executive Directors
D.S. Clarke (c) 29,937 2,606 - 34,826 35,050
Executives
M. Carapiet 5,286 137 - 19 5,286
A.J. Downe - 49 - 1,847 1,847
P.J. Maher 2,866 16 - 4,912 5,769
N.R. Minogue 4,618 3 - 4,249 4,939
G.C. Ward 1,727 31 - 4,406 4,561

(a) All loans provided by the Company to Directors and Executives are made in the ordinary course of business on a

commercial basis and are entered into under normal terms and conditions consistent with other customers and

employees. There have been no write-downs or allowances for doubtful debts.

(b)Or date of retirement if earlier.

(c) Mr Clarke retired as Executive Chairman on 31 March 2007. He continues as Non-Executive Chairman.
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Note 37. Key Management Personnel disclosure continued
For the year ended 31 March 2007

Balance
Balance at Interest 31 March Highest
Name and position 1 April 2006 charged Write-off at 2007 in period
@ {b)
$000 $000 3000 $000 $'000
Executive Directors
D.S. Clarke 48,940 3,729 - 29,937 52,658
L.G. Cox 621 21 - 200 684
M.R.G Johnson 220 5 - 20 220
Executives
M. Carapiet 5,183 372 - 5,286 5,298
A.J. Downe 500 13 - - 500
P.J. Maher 1,838 103 - 2,866 3,249
N.R. Minogue 5,054 349 - 4,618 6,379
N.W. Moore 6,848 908 - 12,831 12,891
W.R. Sheppard 100 3 - - 100
G.C. Ward 739 107 - 1,727 1,727
Former
W.J. Moss {c) 6,275 361 - 4,556 7,833

{a)All loans provided by the Company to Directors and Executives are made in the ordinary course of business on an arm’s-
length basis and are entered into under normal terms and conditions consistent with other customers and employees.
There have been no write-downs or allowances for doubtful debis.

(B)Or date of retirement if earfier.

(Y Mr W.J. Moss retired from the Executive Committee on 30 March 2007

Other transactions and halances of Key Management Personnel and their related parties

The following Key Management Personnel have acquired Infrastructure Bonds and similar products from controfled
entities, within the group, which have been financed with limited recourse loans and are subject to forward sale
agreements. The loan repayments and proceeds arising from the forward sale agreements are subject to a legal right of
set-off and as such are not recognised for financial reporting purposes. The only amounts recognised by the Group in
respect of these transactions are the annual payments from the retevant Key Management Personnel which are brought
to account as fee revenue. These transactions have been undertaken on terms and conditions consistent with other
customers and employees.

Consolidated  Consclidated

2008 2007
$'000 $'000
Total annual contributions from Key Management Personnel and their related parties
in respect of Infrastructure Bonds and similar products 13,481 16,817

The annual contributions in respect of Infrastructure Bonds and similar products relate to the following Key
Management Personnel:

Executive Directors
L.G. Cox, NW. Moore

Non-Executive Directors
D.S. Clarke, PM. Kirby

Executives
J.K. Burke, M. Carapiet, A.J. Downe, F.J. Maher, N.R. Minogue, W.R. Sheppard, G.C. Ward
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Note 37. Key Management Personnel disclosure continued

The following Key Management Personnel (including related parties) have entered a zero cost collar transaction with the
Group and other non-related entities in respect of fully paid ordinary Group shares. This has the effect of acquiring cash-
settled put options against movements in the Group share price below nominated levels and disposing of the benefit of

any share price movement above the nominated level.

Transactions with the Company

Number of Number of

shares shares

Name and position Description 2008 2007
Non-Executive Directors

D.S. Clarke” Maturing May 2008 260,379 260,379

Maturing June 2008 100,784 100,784

Maturing August 2009 25,196 25,196

Maturing June 2010 213517 213,517

M.R.G Johnson** Maturing July 2008 25,000 -

Executives

M. Carapiet Maturing August 2007 - 160,666

A.J. Downe Maturing August 2007 - 36,382

Maturing December 2007 - 27,834

Maturing August 2008 36,382 -

Maturing December 2008 55,001 -

N.R. Minocgue Maturing August 2007 - 11,500

G.C. Ward Maturing August 2007 - 21,666

Maturing July 2008 5,742 -

Maturing July 2008 40,373 -

In addition, Mr Clarke had an indirect interest in cash-settled put options that are exercisable against 213,517 fully paid

ordinary Company shares.

Mr Johnson retired from the Executive Committee on 31 March 2007. He continued as a Non-Executive Director until he

retired on 19 July 2007, Balance at 31 March 2008 reprasents holdings at date of retirement.

All other transactions with Key Managerment Personnel {including their personally related parties) were conducted on an

arm's-length basis in the ordinary course of business and under normat terms and conditions for customers and

employees. These transactions were trivial or domestic in nature and consisted principally of normal personal banking

and financial investment services.
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Note 38. Employee equity participation

Option Plan

In November 1995, MBL introduced an Employee Option Plan, as a replacement for its now closed partly paid share scheme.
On 13 November 2007, the date of the restructure of the Macquarie Group, all MBL opticns were cancelled and replacement
options over shares in the new ultimate parent entity, MGL, were issued on the same terms on a one-for-one basis under the
Macquarie Group Employee Share Option Plan (the “Plan”).

Staff eligible to participate in the Plan are those of Associate Director level and above and consultants to the Group.
At 31 March 2008 there were 2,595 (2007: 2,099) participants in the Plan.

The fair value of each option is estimated on the date of grant using a trinomial option pricing framework. The following key
assumptions have been adopted for grants made in the current financial year, risk free interast rate: 7.0 per cent (weighted
average); expected life of options: four years; volatility of share price: 20 per cent and dividend yield: 3.4 per cent per annum.

The key assumptions adopted for grants made in the previous year were risk free interest rate: 6.5 per cent (weighted
average); expected life of options: four years; volatility of share price: 20 per cent and dividend yield: 3.2 per cent p.a.

Options, currently for five years, over fully paid unissued ordinary shares in the Company are granted to individuals or the
individual's contralled company or an entity approved under the Plan to hold options.

The options are issued for no consideration and are granted at prevailing market prices. Prior to 21 November 2003, the
exercise price of new options granted was generally based on the weighted average market price during the month prior
to acceptance of employment for new employees or during the calendar month of June in respect of options granted as a
result of annual prometions and compensation reviews. From 21 Novernber 2003 until 25 November 2004, the exercise
price of new options granted was generally based on the weighted average market price during the one week period prior
to the date of grant of the options. From 26 November 2004, the exercise price of new options granted is generally based
on the weighted average market price during the one week up to and including the date of grant of the options.

The following is a summary of options which have been granted pursuant to the Plan:

Weighted Weighted
average average
exercise exercise

Number of price Number of price

options 2008 options 2007

2008 $ 2007 $

Qutstanding at the beginning of the financial year 34,358,273 51.63 31,235,034 42.45
Granted during the financial year 13,431,739 72.26 11,987,127 62.88
Forfeited during the financial year (1,493,262) 61.38 {1,326,952) 50.30
Exercised during the financial year (7,260,989) 36.16 (7,536,936) 31.72
Cutstanding at the end of the financial year 39,035,761 61.23 34,358,273 51.63
Exercisable at the end of the financial year 5,897,912 44.27 4,478,569 31.24

For options exercised during the financial year the weighted average share price at the date of exercise was $81.95
{2007: $67.09).

The range of exercise prices for options outstanding at the end of the financial year was $21.66 to $94.48 (2007:
$20.57 to $83.55).

The weighted average remaining contractual life for the share options outstanding as at 31 March 2008 was 3.13 years
{2007: 3.16 years). The weighted average remaining contractual life when anatysed by exercise price range s:

Number of Remaining Number of  Remaining
options life {years) options lite {years)

Exercise price range ($) 2008 2008 2007 2007
20-30 1,490,161 0.42 3,848,229 1.42
30-40 4,532,811 1.37 8,243,550 2.05
40-50 617,604 235 750,889 290
50 -80 216,503 3.96 97,500 3.21
60 -70 19,000,370 285 20,534,415 3.89
70-80 11,977,534 4.34 687,590 4.36
80-90 977,778 415 196,000 4.94
90-100 223,000 4,22 - -
39,035,761 313 34,358,273 3.16

The weighted average fair value of options granted during the financial year was $11.99 (2007: $12.45),
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Note 38. Employee equity participation continued
Option Plan continued

The market value of shares issued during the year as a
result of the exercise of these options was $594 milion
{2007: $506 millicn).

The market value of shares which would be issued from
the exercise of the outstanding options at 31 March 2008
was $2,062 million (2007: $2,843 million). No unissued
shares, other than those referred to above, are under
option as at the date of this report.

Options granted vest as to one third of each tranche after
the second, third and fourth anniversaries of the date of
commencement of employment for new starters and, for
existing employees, on 1 July two, three and four years
after the allocation of the options. Subject to staff trading
rules, options can be exercised after the vesting period at
any time up to expiry. In individual cases, such as where an
employee leaves with the Company's agreement towards
the end of a vesting period, the Company’s Executive
Committee has the power to waive the remainder of any
vesting period and allow exercise of some or all of the
relevant options,

In respect of each tranche of vested options granted
to Executive Directors of MBL after the 1997 Annual
General Meeting until the 2002 promotion and
compensation review grants:

—one third of the vested options may only be exercised
if MBL's average annual Return on Equity for the three
pravious financial years is at or above the 55th percenitile
of the corresponding figures for all companies in the then
ASX All Industrials Index;

- another third of the vested options may only be exercisecl
if MBL's average annual Retum on Equity for the three
previous financial years is at or above the 65th percentile
of the corresponding figures for all companies in the then
ASX All Industrials Index; and

—the final third of the vested options may only be
exercised if MBL's average annual Return on Equity for
the three previous financial years is at or above the 75th
percentile of the corresponding figures for all companies
in the then ASX All Industrials Index, with the conditions
to be examined quarterly from vesting until expiry of the
options. Options which have vested but are net able to
be exercised at a particular examination date, will be
exercisable (until expiry) at or after future quarterly
examination dates when and if the exercise conditions
pertaining to any of those dates have been met.

Macquarie Group Limited 2008 Annual Report

Following cessation of publication of the ASX All Industrials
Index in mid-2002, the Board exercised its authority to
resolve that whether the exercise conditions are met from
that point on is to be determined by having regard to the
actual performance of MBL by using the formuta set out in
the exercise conditions but with the words “All Ordinaries
Index excluding companies in the GICS Level 2 ‘Energy’
and GICS Level 3 ‘Metals and Mining’ classifications”
replacing “"ASX All Industrials Index” and using “Return on
Ordinary Equity” instead of “Returm on Equity™.

In respect of options granted from mid-2002 to

25 November 2004, in respect of each tranche of vested
options granted to members of MBL's Executive
Committes, Executive Voting Directors and other Executive
Directors of MBL, options are only exercisable if MBL's
average annual return on ordinary equity for the three
previous financial years is at or above the 65th (Executive
Committee and Executive Voting Directors) and 50th (Cther
Executive Directors) percentiles, of the corresponding
figures for all companies in the then S&F/ASX 300
Industrials Index, with the conditions examined quarterty
from vesting until expiry.

For options granted from 26 November 2004 onwards,
where the invitation to apply for the options was sent to the
Executive before 30 June 20086, in respect of each tranche
of vested options granted to members of the Company's
Executive Committee, Executive Voting Directors and other
Executive Directors of the Company, options are only
exercisable if the Company’s average annual return on
ordinary equity for the three previous financial years is
above the 65th (Executive Committee and Executive Voting
Directors) and 50th (ather Executive Directors} percentiles,
of the corresponding figures for all companies in the then
S&P/ASX 300 Industrials Index, with the conditions
examined quarterty from vesting until expiry.

For options granted to the members of MBLs and MGL's
Executive Committee, Executive Voting Directors and other
Executive Directors where the invitation to apply for the
options was sent to the Executive on or after 30 June
2008, in respect of each tranche of vested options, options
wil only be exercisable if the Company’s average annual
return on ordinary equity for the three previous financial
years is above the 65th (Executive Committee and
Executive Voting Directors) and 50th (other Executive
Directors} perceritifes, of the corresponding figures for

all companies in the then S&F/ASX 100 Index, with the
conditions to be examined only upon vesting.




Note 38. Employee equity participation continued
Option Plan continued

The Plan Rules provide that the total number of options
which ¢an be on issue at any one time is limited such that
the number of shares resulting from exercise of all
unexercised options does not exceed 20 per cent of the
number of the Company's then issued ordinary shares plus
the number of shares which the Company would have to
issue if all rights to require the Company to issue shares,
which the Company has then granted (including options)
waere then enforced or exercised to the greatest extent
permitted. The Board has a second limitation on the
number of options being effectively the same calculation as
in the Plan Rules except that any exercised options granted
less than five years ago, where the Executive is still with the
Company, will be treated as still being unexercised.

Fully paid ordinary shares issued on the exercise of options
rank parl passu with all other fully paid ordinary shares then
on issue.

Cn 25 May 2000, the MBL Board approved amendments
to the Macquarie Bank Employee Share Option Plan Rules
referred to as the Deferred Exercise Share Option Plan
(*“DESOP"). Shares resulting from the exercise of options
since then have been placed under the DESOP, untess
option holders request ctherwise. Unless the Company is
aware of circumstances which, in the reasonable opinion of
the Company, indicate that the relevant Executive may have
acted fraudulently, dishonestly or in a manner which is in
breach of his/her obiligations to the Company or any
associated entity, then such a request will be granted.
These amendments were rolled forward into the current
Plan approved by the MGL Board.

Shares acquired under DESQP cannot be sold,
transferred or disposed of for a period of six months from
the date that the shares are transferred into a participating
employee's name and are alsc subject to forfeiture by an
employee in a number of circumstances including theft,
fraud, dishonesty, or defalcation in relation to affairs of the
Company or a related entity or if they carry out or fail to
carry out an act which brings the Company or an
associated entity into disrepute.

Shares held in the DESOP will be withdrawn on the
earlier of: ’

—an employee’s resignation from the Company or a
related company;

~upon request from the employee {(after the expiration
of the non-disposal period); and

—ten years from the date that the options were
originally granted.

Options carry no dividend or voting rights but have
standard adjustment clauses for bonus and rights Issues
and reconstructions.
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Note 38. Employee equity participation continued
Employee Share Plan

Following shareholder approval at the 1997 Annual General
Meeting, MBL introduced the Macquarie Bank Ernployee
Share Plan whereby each financial year, eligible employees
are offered up to $1,000 worth of fully paid ordinary
Company shares for no cash payment. MGL has since
introduced a Macguarie Group Employee Share Plan
('ESP") on the same terms.

The Company's staff profit sharing pools and for certain
staff, future commissions, are adjusted downwards by
the aggregate market value of the shares issued under
the ESP.

Shares issued under the ESP cannct be sold until the
earlier of three years after issue or the time when the
participant is no longer employed by the Comparty or a
controlled entity of the Company. In all other respects,
shares issued rank equally with all other fully paid ordinary
shares then on issue.

The number of shares each participant receives is
$1,000 divided by the weighted average price at which
the Company's shares are traded on Australian Securities
Exchange Limited on the seven days up to and including
the date of allotment, rounded down to the nearest
whole share.

The employees who are eligible for an offer are those
permanent or fixed term contract employees who have
been continuously employed by the Company or a
controlled entity of the Company since 1 April of the
relevant year, are still employed by the Comparny or a
controlled entity of the Company on the relevant allotment
date and are Australian residents on both the closing date
of an offer and on the relevant allotment date. Persons who
are ineligible include all non-permanent staff, staff
seconded to the Company from external companies, staff
leaving Australia for an overseas posting prior to the
allotmenit date, staff who have been given notice of
dismissal from employment by the Company or controlled
entity of the Company or who have tendered their
resignation to avoid such a dismissal (even if they woutd,
but for this requirement, be eligible to acquire shares) and
any staff member that a Group Head befieves stould be
ineligible based on poor performance.

Tha latest offer under the ESP was made during December
2007. A total of 1,735 staff participated in this offar. On

11 January 2008, the participants were each issued with
14 fully paid ordinary shares based on the offer amount of
$1,000 and the then calculated average market share price
of $70.39, a total of 24,290 shares were issued. The shares
were issued for no cash consideration.
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Staff Share Acquisition Plan

Following shareholder approval at the 1999 Annual General
Meeting, MBL introduced the Macquarie Bank Staff Share
Acquisition Plan (“MBSSAP") whereby each financial year,
Awustralian based eligible employees were given the
opportunity to nominate an amount of their pre-tax
available profit share or future commission to purchase
fully paid ordinary Company shares (“Shares”) on-market.
MGL has since introduced a Macquarie Group Staff Share
Acquisition Plan (‘MGSSAP™ on the same terms.

The total number of Shares purchased under the
MGSSARP is limited in any financial year to 3 per cent
of the Company's Shares as at the beginning of that
financial year.

The MGSSAP has been recently amended to include the
ability to issue new shares as an alternative to acquire
existing shares on-market, at the option of MGL. In 2008,
most participation is expected to be in the form of newty
issued shares. Any applicable brokerage expenses,
workers' compensation premiums and payroll tax charges
are applied to the employee's accourt.

Shares acquired under the MGSSAP cannot be sold,
transferred or disposed of for a period of six months
from the date that the Shares are transferred into a
participating employee's name except in special
circumstances if the employee resigns. The Shares

held in the MGSSAF are also subject to forfeiture by an
employee in a number of circumstances including theft,
fraud, dishonesty, or defalcation in relation to the affairs of
the Company or a related company or if they camry out an
act or fail to do an act which brings the Company or a
related company into disrepute.

Shares held in the MGSSAP will be withdrawn on the
earlier of:

-an employee's resignation from the Company or a
related entity;

—upon request by the employee {after the expiration of the
non-disposal period), and

—ten years from the date that the Shares are registered in
an employee's name.

In all other respects, shares rank equally with all other fully
paid ordinary shares then on issue.

Eligible employees are Australian based permanent full-time
or part-time employees or fixed term contract employees of
the Company or a related company who either receive
available profit share in the relevant year of at least $1,000
in total or allocate at least $1,000 in available commission
towards the MGSSAP.



Note 38. Employee equity participation continued
Staff Share Acquisition Plan continued

The Macquarie Bank Executive Director Share Acquisition
Pian (*"MBEDSAP") was a sub-plan of the MBSSAP which
was created in 2003 and was open to eligible Executive
Directors. The disposal and forfeiture restrictions in the
MBEDSAP differ to those in the MBSSAP. No further offers
under the MBEDSAP are currently proposed. MGL has
since introduced a Macquarie Group Executive Director
Share Acquisition Plan (“MGEDSAP™) on the same terms
but no offers have been made under the pian.

Recently a further sub-plan of the MGSSAP has been
created, the Macquarie Group Executive Committee
Acquisition Plan, whereby members of the MGL Executive
Committee must contribute certain proportions of their
annual profit share to acquire MGL shares, which must be
held for at least three years. Further information on this is
provided in the Remuneration Report. The first offers under
this sub-plan were made in May 2008.

Offers under the MBSSAP were made during May 2007.
A total of 852 staff participated in the MBSSAR. In July
2007, 312,620 MBL shares were acquired on-market and
in December 2007, 10,952 MGL shares were acquired
on-market. No staff participated in the MBEDSAP.

Non-Executive Director Share Acquisition Plan
Following shareholder approval at the 1999 Annual General
Meeting, MBL. also introduced the Macquarie Bank Non-
Executive Director Share Acquisition Plan whereby each
financial year Australian based Non-Executive Directors
(“NEDs"} of the Macquarie Group of companies were given
the opportunity to contribute some or all of their future pre-
tax remuneration from the Macquarie Group to acquire
Macquarie Bank Limited shares (“shares”). MGL has since
introduced a Macquarie Group Non-Executive Director
Share Acquisition Plan (“NEDSAP”) on the same terms.

NEDs may subsequently apply to reduce their previous
allocations provided that the relevant buying period has not
commenced. f NEDs wish to participate there is a
minimum contribution of $1,000 of NED remuneration per
buying period to go towards the NEDSAP.

Shares are acquired at prevailing market prices. Brokerage
fees are applied to the NED's account.

Shares acquired under the NEDSAP cannot be sold,
transferred or disposed of for a period of six months from
the date that the Shares are transferred into a NED's name
except in special circumstances if the NED resigns. The
shares held in the NEDSAP are also subject to forfeiture by
a NED in a number of circumstances including theft, fraud,
dishonesty, or defalcation in relation to the affairs of the
Company or a related company or if they carry out an act
or fail to do an act which brings the Company or a related
company into disrepute.

Shares held in the NEDSAP will be withdrawn on the
earlier of:

—the participant ceases to be a NED of MGL;

—upon request by the NED (after the expiration of the non-
disposal period); and

—ten years from the date that the shares are registered in
a NED's name.

In all other respects, shares rank equally with all other fully
paid ordinary shares then on issue.

Shares resulting from participation in the NEDSAP may
count towards meeting the minimum sharehelding
requirements of NEDs.

Offers under the NEDSAP were made during May 2007.
A total of three NEDs participated in the NEDSAP. In

July 2007, 280 MBL shares were acquired on-market
and in December 2007, 1,712 MGL shares were acquired
on-market.
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Consolidated  Consclidated Company Company
2008 2007 2008 2007
$m $m $m $m

Note 39. Contingent liabilities and assets
The following details of contingent liabilities and assets exclude derivatives.

Contingent liabilities exist in respect of:

Guarantees 281 321 73 -
Indemnities 78 25 - -
Undrawn credit facilities 5,308 68,576 - -
Undrawn credit facilities — revocable at any time 1,236 1,274 - -
Other contingent liabilities * 1,201 1,139 175 -
Total contingent liabilities and assets 8,102 9,335 388 -

Other contingent liabilities include letters of credit, commitments certain of drawdown and performance related
contingencies. Also included are forward asset purchases whereby the Group has entered into conditional agreements
to acquire assets and operating businesses with the intention of subsequent disposal. These assets and businesses will
be recognised when control passes to the Group. The total commitment at 31 March 2008 was $52 milion

{2007: $1,115 million).

Contingent liabilities exist in respect of claims and potental claims against entities in the Group. Where necessary,
appropriate provisions have been made in the financial statements. The Company and Group does not consider that the
outcome of any such claims known to exist at the date of this report, either individually or in aggregate, are likely to have a
material effect on its operations or financial position.

Of the total contingent liabilities above, $6.5 bilion (2007: $7.8 billion} also represent contingent assets. Such commitments
to provide credit may in the normal course convert to loans and other assets,

Note 40. Capital and other expenditure commitments

Naot later than one year 216 30 - -
Later than one year and not later than five years 69 23 - -
Later than five years 12 - - -
Total capital and other expenditure commitments 297 53 - -

Note 41, Lease Commitments
Non-cancellable operating leases expiring:

Not later than one year 159 145 - -
Later than one year and not later than five years 573 474 - -
Later than five years 178 216 - -
Total operating lease commitments 910 835 - -

QOperating leases relate to commercial buildings and motor vehicles leased by the Group's staff. The future lease commitments
disclosed are net of any rental incentives received.
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Note 42. Derivative financial instruments

Objectives of holding and issuing derivative financial instruments

The Group is an active price maker in derivatives on interest rates, foreign exchange, commodities and equities, Its
objective is to earn profits from the price making spread and from managing the residual exposures on hedged positions.
Proprietary position taking is a small part of the Group's trading activities. Risks on derivatives are managed together with
all other trading positions in the same market. All trading positions, including derivatives, are marked to fair value daily.

The Group also uses derivatives to hedge banking operaticns and for asset/liability management. Certain derivative
transactions may qualify as cash flow, fair value or net investment in foreign operations hedges, if they mest the
appropniate strict hedge criteria outlined in note 2 (ix).

Cash flow hedges The Group is exposed to volatility in future interest cash fiows arising
from floating rate issued debt used to fund fixed rate asset positions.
The aggregate principal balances and interest cash flows across
these portfolios form the basis for identifying the non-trading interest
rate risk of the Group, which is hedged with interest rate swaps.

In 2008, the Group recognised $nil (2007: $3 million loss) in the
income statement due to hedge ineffectiveness. At 31 March 2008,
the fair value of outstanding derivatives held by the Group and
designated as cash flow hedges was $673 milion negative value
(2007: $676 milion negative valug),

Fair value hedges The Group's fair value hedges principally consist of foreign exchange
forward contracts used to protect against changes in the fair value of
foreign denominated equity instruments due to movements in market
foreign exchange rates.

As at 31 March 2008, the fair value of outstanding derivatives held by
the Group and designated as fair value hedges was $76 million
positive value {2007: $10 million positive value).

Net investment in foreign operations hedges The Group has applied net investment hedging for foreign exchange
risk arising from foreign operations.

At 31 March 2008, the fair value of outstanding derivatives held by the
Group and designated as net investment in foreign operations hedges
was $148 million positive value {(2007; $108 million positive value).

The types of contracts which the Group trades and uses for hedging purposes are detailed below:

Futures: Futures contracts provide the holder with the obligation to buy a specified financial instrument or commodity
at a fixed price and fixed date in the future. Contracts may be closed early via cash settlement. Futures contracts are
exchange traded.

Forwards and forward rate agreements: Forward contracts, which resemble futures contracts, are an agreement between
two parties that a financial instrument or commadity will be traded at a fixed price and fixed date in the future. A forward
rate agreement provides for two parties to exchange interest rate differentials based on an undertying principal amount at
a fixed date in the future.

Swaps: Swap transactions provide for two parties to swap a serigs of cash flows in relation to an underlying principal
amount, usually to exchange a fixed interest rate for a floating interest rate. Cross-currency swaps provide a tool for two
parties to manage risk arising from movements in exchange rates.

Options: Option contracts provide the holder the right to buy or sell financial instruments or commodities at a fixad price
over an agreed period or on & fixed date. The contract does not oblige the holder to buy or sell, however the writer must
perform if the holder exercises the rights pertaining to the option,
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Note 42, Derivative financial instruments continued
The following table provides details of the Group’s outstanding derivatives used for trading and hedging purposes as at

31 March:
Consolidated 2008 Consolidated 2007
Notional Asset Liability  Net fair Notional Asset Liability  Net fair
amount revaluations revaluations value amount revaluations revaluations value
$m $m $m $m $m gm Sm $m
Interest rate contracts
Exchange traded 16,934 186 153 33 12,548 8 14 (6)
Forwards 16,366 26 13 13 4,950 35 36 (1)
Swaps 139,526 1,879 1,605 274 121,996 1,265 795 470
Options 2,812 16 10 6 3,374 7 5 2
Total interest
rate contracts 175,638 2,107 1,781 326 142,868 1,315 850 465
Foreign exchange contracts
Forwards 48,518 2,554 1,739 815 23,350 944 703 241
Swaps 110,949 2,047 2,399 (352) Q97,716 1,008 1,365 (357
Options 103,852 884 678 206 133,717 624 501 123
Total foreign
exchange contracts 263,319 5,485 4,816 669 254,783 2,576 2,569 7
Equity contracts
Exchange traded 266,694 338 455 {117) 7,166 433 145 288
Swaps 526 193 1,764 (1,571) 13,117 53 838 (785)
Options 36,553 2,078 1,704 374 29,829 667 611 56
Other 3,337 54 65 (11) ar72 115 157 (42)
Total equity contracts 307,110 2,663 3,988 {1,325) 51,084 1,268 1,751 {483)
Commodity contracts
Exchange traded 48,019 3,005 4,136 {1,041) 41,961 1,642 2,551 (909)
Forwards 26,828 3,008 1,594 1,504 70,576 3,220 1,534 1,686
Swaps 17,996 2,084 2,092 8 12,998 505 497 8
Options 207,183 2,604 2,992 (388} 195,782 1,387 1,317 70
Total commodity
contracts 300,026 10,881 10,814 67 321,317 6,754 5,899 855
Total derivatives
contracts
outstanding 1,046,093 21,136 21,399 {263) 770,052 11,913 11,069 844
Macquarie Group Limited 2008 Annual Report



Note 42. Financial risk management

Risk Management Group

Risk is an integral part of the Macquarie Group's
businesses. The main risks faced by the Group are
market risk, equity risk, credit risk, liquidity risk, operation
risk, legal compliance risk and documentation risk.
Responsibility for management of these risks lies with
the individual businesses giving rise to them. It is the
responsibility of the Risk Management Group (“RMG"
to ensure appropriate assessment and management of
these risks.

RMG is independent of all ather areas of the Macquarie
Group, reporting directly to the Managing Director and the
Board of Macquarie Group Limited. The Head of RMG is a
member of the Executive Committee of Macquarie Group
Limited and Macquarie Bank Limited. RMG authority is
required for all material risk acceptance decisions. RMG
identifies, quantifies and assesses all material risks and
sets prudential limits. Where appropriate, these limits are
approved by the Executive Committee and the Board,

Note 43.1 Credit risk

Credit risk is the risk of a counterparty failing to complete
its contractual obligations when they fall due. Credit risk
arises from both lending and trading activities. In the case
of trading activity, credit risk reflects the possibility that the
trading counterparty will not be in a position to complete
the contract at any stage. The resultant credit exposure is
a function of the movement of prices over the term of the
underlying contract and systerns for the assessment of
potential credit exposures exist for each of the Group’s
trading activities.

The Group's philosophy on credit risk management
reflects the principle of separating prudential control from
operational management. The respansibility for approval
of credit exposures is delegated to specific individuals.
All approvals reflect two principles: a requirement for dual
sign-off and a requirement that, above specified limits, all
credit exposures must be approved outside the business
line proposing to undertake them. Most credit decisions
are therefore taken within RMG.

All counterparties are rated on the Group rating

scale which is similar to that used by public ratings
agencies. Each rating is associated with a Probability of
Default and an assessment is also made of the Loss Given
Default. This classification enables effective application of
resources to the management, pricing and monitoring of
credit exposures.

No material credit exposures are assumed without
appropriate analysis. After this analysis is undertaken,
limits are set for an acceptable level of potential exposure.
All limits and ratings are reviewed at least once a year, or
mare frequently if necessary, to ensure that the most
current information available on counterparties is taken
into account.

All credit exposures are monitored regularly against
limits. Credit exposures which fluctuate through the
duration of the transaction are monitored daily. These
include exposures such as swaps, forward contracts
and options, which are assessed using sophisticated
valuation technigues.

All counterparties with credit exposures are regularly
monitored to ensure any deterioration is identified and
reflected in an adjustment to their rating. Where appropriate
these are reported to senior management and where
recoverability is in doubt, appropriate provisions are held.

To mitigate credit risk, the Group makes increasing use

of margining and other forms of collateral or credit
enhancement techniques (including guarantees, letters of
credit, the purchase of credit default swaps and mortgage
insurance) where appropriate.

The Group's policles to control credit risk include
avoidance of unacceptable concentrations of risk either
to any economic sector or to an individual counterparty.
Policies are in place to regulate large exposures to
single counterparties or groups of counterparties.

The Group has a country risk frarnework which covers

the assessment of country risk and the approval of country
risk limits. Where appropriate the country risk is covered by
political risk insurance.

The balances disclosed in the credit risk tables below
exclude financial assets that are subject to risks other
than credit risk, such as equity investments, interests in
associates and joint ventures or bank notes and coin.
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Note 43.1 Credit risk continued
Maximum exposure to credit risk

The tables below detail the concentration of credit exposure of the Group's assets to significant gecgraphical locations
and counterparty types. The amounts shown represent the maximum credit risk of the Group's assets.

Consolidated 2008 Cash collateral Loan assets
on securities Trading held at
Due: from bormmowed and reverse portfolio amortised
banks repurchase agreements® assets cost
$m $m $m $m
Australia
Governments - 5,852 890 161
Financial institutions 1,295 1,637 1,859 2,503
QOther - 18 236 42,840
Total Australia 1,295 7,507 3,085 45,504
New Zealand
Governments - 11 - 3
Financial institutions 96 8 3 36
Other - - - 86
Total New Zealand 96 19 3 125
Europe
Governments - - - 10
Financial institutions 5,188 13,106 66 1,049
Other - 167 - 1,020
Total Europe 5,188 13,273 66 2,079
North America
Governments - 166 - 26
Financial institutions 1,508 885 99 1,602
Other - 486 3 2,156
Total North America 1,508 1,537 102 3,784
Asia
Governments - - 254 -
Financial institutions 1,141 14 29 116
Other - - - 322
Total Asia 1,141 14 283 438
Other
Governments - 73 2 -
Financial institutions 882 a73 43 21
Other - 10 17 456
Total other 882 556 62 477
Total 10,110 22,906 3,601 52,407
Total gross credit risk

Classified based on the exposure to the underlying security borrowed.

The Group enters into master netting agreements with certain counterparties to manage the credit risk where it has
trading derivatives in the Equity Markets and Treasury and Commodities divisions. Stock borrowing and reverse
repurchase arrangements entered into by the Group with external counterparties normally requires collateral in excess of
100 per cent {which is consistent with industry practice). Mortgage insurance contracts are entered into in order to
manage the credit risk around the mortgage particlios. Other risk mitigation measures include blocked deposits, bank

guarantees and letters of credit.
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Derivative Debt Life
Other financial financial investment investment Credit
assets at fair instruments securities contracts and commitments
value through - positive available other unit and contingent
profit or loss values  Other assets forsale holder assets liabilities Total
$m $m $m $m $m $m $m
52 76 160 - - - 7,191
220 2,653 - 9,058 608 - 19,933
3,491 8,201 3,055 365 260 3,611 62,077
3,763 10,930 3,215 9,423 868 3,611 89,201
- - 4 - - 18
- - - - - - 143
- - 50 - - 20 156
- - 54 - - 20 N7
- - 242 175 - - 427
116 2,192 - 367 - - 25,388
- 5,465 1,136 4 - 2,086 9,878
116 7,657 1,378 3,850 - 2,086 35,693
- 9 73 - - - 274
26 796 - 1,231 - - 6,147
- 809 362 - - 2,051 5,867
26 1,614 435 1,231 - 2,051 12,288
- - 55 - - - 309
- 542 - 214 - - 2,056
- 255 3,226 9 - 109 3,921
- 797 3,281 223 - 109 6,286
- - 4 - - - 79
20 94 - 653 - - 2,186
25 44 111 - - 225 888
45 138 115 653 - 225 3,153
3,950 21,136 8,478 15,380 868 8,102 146,938
146,938
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Note 43.1 Credit risk continued
Maximum exposure to credit risk continued

Consolidated 2007 Cash collateral Loan assets
on securities Trading held at
Due from borrowed and reverse portfolio amortised
banks  repurchase agreements” assets cost
$m $m $m $m
Australia
Governments - 3,344 895 40
Financial institutions 1,570 1,123 1,286 66
Cther - 363 742 36,754
Total Australia 1,570 4,830 2,833 36,860
New Zealand
Governments - - - -
Financial institutions 52 4 -
QOther - - - 306
Total New Zealand 52 1 4 306
Europe
Governments - - 6 -
Financial institutions 1,004 18,033 62 501
Other - 1,743 103 2845
Total Europe 1,084 19,776 171 3,346
North America
Governments - 595 - 1
Financial institutions 720 10 22 23
Other - 674 181 4877
Total North America 720 1,279 203 4,901
Asia
Financial institutions 2532 - - 1
Other - 1 - 224
Total Asia 2,532 1 - 225
Other
Governments - - 6 -
Financial institutions 152 - - -
Other - 12 - 158
Total other 152 12 8 i58
Total 3,120 25,900 3317 45,796
Total gross credit risk

Classified based on the exposure to the underlying security borrowed.

The Group enters into master netting agreements with certain courterparties to manage the credit risk where it has
trading derivatives in the Equity Markets and Treasury and Commadities divisions. Stock borrowing and reverse
repurchase arrangements entered into by the Group with external counterparties normally requires collateral in excess of
100 per cent {which is consistent with industry practice). Mortgage insurance contracts are entered into in order to
manage the credit risk around the mortgage portfolios. Other risk mitigation measures include blocked depaosits, bank
guarantees and letters of credit.
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Derivative Debt Life
Other financial financial investrment investment Credit
assets at fair instruments securities  contractsand  commitments
value through — positive available other unit and contingent
profit or loss values Other assets forsale  holder assets liabilities Total
$m $m $m $m $m $m $m
125 218 169 - - 184 4,975
8 1,202 - 1,266 622 - 7,153
1,948 1,504 4314 678 306 6,298 52,907
2,081 2,924 4483 1,844 928 6,482 65,035
- 1 2 - - - 3
- 5 - - - - 62
- 35 52 - - 122 515
- 41 54 - - 122 580
_ - 251 - - - 257
47 3,720 - 769 - - 24,226
- 838 2,213 1,406 - 1,581 10,729
47 4,558 2,464 2,175 - 1,581 35,212
- 3 1 - - - 800
- 1,552 - 99 - - 2,426
367 1,213 3 809 - 519 8,643
367 2,768 4 908 - 519 11,669
- 246 - - - - 2,779
7 583 1,949 39 - 551 3,364
7 829 1,949 39 - 551 6,143
- - - - - 7
- 41 - - - - 193
- 752 12 - - 80 1,014
- 793 13 - - 80 1214
2,502 11,913 8,967 5,066 928 9,335 119,853
119,853
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Note 43.1 Credit risk continued
Maximum exposure to credit risk continued

Company 2008 Credit
Due from commitments
controlled and contingent
Other assets entities liabilities Total
$m Sm $m $m
Australia
Other 1 13,885 62 13,948
Total Australia 1 13,885 62 13,548
North America
Other - 6 268 274
Total North America - 6 268 274
Asia
Other - - 58 58
Total Asia - - 58 58
Total 1 13,891 ass 14,280
Total gross credit risk 14,280
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Note 43.1 Credit risk continued
Credit quality of financial assets

The table befow shows the credit quality by class of financial asset (based upon ultimate risk courterparty) for credit
exposures, based on the Group's credit rating system.

Credit quality - Consolidated 2008

Neither past due nor impaired

Below Past due or
Investment  investment individually
grade grade Default Unrated impaired Total
$m $m $m Sm $m $m
Due from banks 10,046 64 - - -~ 10,110
Cash collateral on securities
borrowed and reverse
repurchase agreements 22,906
Governments 6,030 72 - - - 6,102
Financial institutions 16,093 30 - - - 16,123
Cther 671 10 - - - 681
Trading portfolio assets 3,601
Govemments 1,144 2 - - - 1,146
Financial institutions 2,193 3 - - 3 2,199
Other 246 10 - - - 256
Loan assets held at amortised cost 52,407
Governments 198 2 - - - 200
Financial institutions 5,159 167 - - 1 5,327
Other 31,978 13,037 225 - 1,640 46,880
Other financial assets at fair
value through profit or loss 3,950
Govemments 52 - - - - 52
Financial institutions 379 - - - 3 382
Other 512 3,000 - - 4 3,516
Derivative financial instruments
- positive values 21,136
Governments 82 3 - - - 85
Financial institutions 5,213 1,053 - - 1 6,277
Other 10,656 4,118 - - - 14,774
Other assets 8,478
Govemnments 538 - - - - 538
Other 4,703 2,701 - 160 376 7,940
Debt investment securities
available for sale 15,380
Governments 175 - - - - 175
Financial institutions 14,827 - - - - 14,827
Other 92 76 1 - 209 378
Life investment contracts
and other unitholder assets 868
Financial institutions 608 - - - - 608
Other 260 - - - - 260
Total 138,836

Included in the past due category are balances in which an amount was overdue by one day or more.
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Note 43.1 Credit risk continued

Credit quality of financial assets continued

The table below shows the credit quality by class of financial asset (based upon ultimate risk counterparty) for credit
exposures, based on the Group's credit rating system.

Credit quality — Consolidated 2007

Neither past due nor impaired

Below Past due or
Investment investment individualty
grade grade Default Unrated impaired Total
$m gm $m $m $m $m
Due from banks 6,105 15 - - - 6,120
Cash collateral on securities
borrowed and reverse
repurchase agreements 25,909
Governments 3,939 - - - - 3,939
Financial institutions 19,167 - - - - 18,167
Other 2,718 85 - - - 2,803
Trading portfolio assets 3,317
Governments =0 6 - - - 907
Financial institutions 1,380 4 - - - 1,384
Other 956 70 - - - 1,026
Loan assets held at amortised cost 45,796
Governments 40 1 - - - 41
Financial institutions 591 - - - - 591
Cther 32,938 10,956 187 - 1,083 45,164
Other financial assets at fair value
through profit or loss 2,502
Governments 125 - - - - 125
Financial institutions 50 5 - - - 55
Other 265 2,057 - - - 2322
Derivative financial instruments
- positive values 11,913
Governments 222 - - - - 222
Financial institutions 6,658 108 - - - 6,766
Other 2,492 2,424 5 - 4 4,925
Other assets 8,967
Governments 424 - - - - 424
Other 8,051 2,127 - 112 253 8,543
Debt investment securities
available for sale 5,066
Financial institutions 2,134 - - - - 2,134
Other 2,927 5 - - - 2,932
Life investment contracts
and other unitholder assets a28
Financial institutions 622 - - - - 622
Other 306 - - - - 308
Total 110,518

Included in the past due category are balances in which an amount was overdug by one day or more,
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Note 43.1 Credit risk continued

Credit quality of financial assets continued

The table below shows the credit quality by class of financial asset (based upon uttimate risk counterparty) for credit
exposures, based on the Group’s credit rating system.

Credit quality - Company 2008
Neither past due nor impaired

Below Past due or

Investment  investment individually
grade grade Default Unrated impaired Total
$m $m $m $m $m $m
Other assets 1
Cther 1 - - - - 1
Due from controlled entities 13,8H
Other 13,885 - - 6 - 13,8
Total 13,892

Included in the past due category are balances in which an amount was overdue by one day or more.

Financial assets whose terms have been renegotiated
The table below includes the carrying value, as at the reporting date, of financial assets that would otherwise be past due or
impaired whose terms have been renegotiated.

Consolidated  Consolidated Company Compary
2008 2007 2008 2007
$m $m $m $m
Loans assets held at amortised cost
Cther 24 8 - _

191



192

i IVidiLll VU0 UUTIUTIuGU

Note 43.1 Credit risk continued
Ageing analysis of assets past due but not impaired and impaired assets

Past due but not impaired

Fair
value of
Class of Less than 31to 61to More than collateral
financial asset 30 days 60 days 90 days 90 days Impaired Total held
$m $m $m $m $m Sm $m
Consolidated 2008
Trading portfolio assets
Financial institutions K| - - - - 3 -
Loan assets held
at amortised cost
Financial institutions - - - - 1 1 -
Other 1,007 94 1 228 120 1,640 2,325
Other financial assets
at fair value through
profit or loss
Financial institutions - - - 3 - 3 -
Other 2 1 1 - - 4 4
Derivative financial
instruments
- positive values
Financial institutions " - - - - 1 -
QOther assets
Cther 207 60 31 34 44 376 46
Debt investment securities
available for sale
Other - - - 1 208 209 -
Total 1,230 155 223 266 373 2,247 2,375
Consolidated 2007
Loan assets held at
amortised cost
Other 77 114 52 154 46 1,083 1512
Derivative financial
instruments
- positive values
Other - - - - 4 4 -
Other assets
Other 132 39 i2 42 28 253 50
Total 849 153 64 196 78 1,340 1,562

Included in the past due category are balances overdue by one day or more.
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Note 43.1 Credit risk continued

Ageing analysis of assets past due but not impaired
and impaired assets continued

A facility is considered to be past due when a contractual
payment falls overdue by one or more days. When a facllity
is classified as past due, the entire facility balance is
disclosed in the past due analysis.

The factors taken into consideration by the Group when
determining whether an asset is impaired are set out in
note 2(xi).

Of the collateral held against past due and impaired
balances for loan assets held at amortised cost, $1,692
million (2007: $1,225 million) relates to collateral held against
past due balances on residential mortgage facilities that are
covered by mortgage insurance. A mortgage insurance
claim will only be made in an instance where there is an
outstanding balance on the mortgage facility after the
receipt of proceeds on the disposal of the property held as
security. The remaining collateral is made up of assets held
as collateral against other loan and receivable balances.

The cdllateral held against past due and impaired balances
for other assets, represents equity securities held as
security against failed trade settlements.

Repossessed collateral

During the year, the Group took possession of fixed assets
and property assets with a carrying value of $38 million
(2007. $nil). These assets are in the process of being sold.

in the event of customer default on a residential mortgage
facility, any loan security is usually held as mortgagee in
possession and therefore the Group does not usually hold
any real estate or other assets acquired through the
enforcement of security,

43.2 Liquidity risk

Liquidity Management

Liquidity risk is the risk that the Group is unable to meet
its financial cbligations as they fall due, which could
arise due to mismatches in cash flows. The Group’s
liquidity risk management framework ensures that both
MBL and MGL are able to meet their funding requirements
as they fall due under a range of market conditions. The
primary liquidity objective is to fund in a way that will
facilitate growth (and income) in core businesses under
a wide range of market conditions.

The Group Asset and Liability Committee (*ALCO”) assists
the Executive Committee with oversight of asset and liability
management - including liquidity risk management. The
Group's liquidity policies are approved by the Board after
endorsement by ALCO and the Executive Committee.

Funding and liquidity management is performed centrally
by Group Treasury, with oversight from ALCO. Group
Treasury manages liquidity on a daily basis and provides
regular reports to ALCO, the Executive Committee and
the Board.

RMG provides independent prudential oversight of liquidity
risk management, including the independent validation of
liquidity scenario assumptions, liquidity policies, and the
required funding maturity profile.
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43.2 Liquidity risk continued

MGL and the Non-Banking Group

MGL provides funding predominantly to the Non-Banking
Group. As such, the MGL liquidity palicy outlines the
liquidity requirements for the Non-Banking Group. The
policy requires MGL to meet all of its repayment obligations
for the next twelve months with no access to wholesa'e
funding markets.

Reflecting the longer term nature of the Non-Banking
Group asset profile, MGL is funded predorminantly with
a mixture of capital and long term wholesale funding.
The funding profile allows MGL to meet all repayment
obligations for 12 months without having to access
funding markets.

MBL and the Banking Group

The MBL liquidity policy outlines the liquidity requirements
for the Banking Group only. The policy requires that core
assets and liquidity buffers are funded with deposits and
core borrowings. Specified percentages of borrowings:
must have maturities beyond six and twelve months and
a limit is set on the maximum percentage of borrowings
maturing within the next three months and in any

given month.

MBL models various liquidity scenarios over a twelve
month timeframe displaying various degrees of constrained
capital markets access. The objective of this modelling is to
determine MBUs capacity for asset growth whilst meeting
all repayment obligations over the next twelve months,

The modelling includes twelve month liquidity scenarios
significantly more drastic than the conditions that have:
prevailed since August 2007.

Macquarie Group Limited 2008 Annual Report

Liquid asset holdings

Group Treasury maintaing portfolios of highly liquid assets
in both MBL and MGL to ensure adequate funding is
available under all conditions. These liquid assets are held
to cover both known and contingent sources of funding
outflows. The assets are predominantly held in the most
liquid asset classes such as short dated inter-bank
deposits and stock eligible for repurchase with

Central Banks.

Group Treasury and RMG undertake regular reviews of the
liquidity characteristics of the Group's balance sheet. This
provides an understanding of the liquidity characteristics of
assets and liabilities against a backdrop of changing
market conditions. The analysis ensures that the balance
sheet is able to be appropriately funded and the liquidity
ramifications of market moves are clearly understood.

In response to the current funding market disruption, the
Group has increased its leve! of liguid asset holdings to
$18.3 biltion as at 31 March 2008 (2007: $6 biflion). In
addition to the liquid asset holdings, MBL has cther trading
assets, many of which are liquefiable at short notice.




43.2 Liquidity risk continued
Credit ratings

As at 31 March 2008, the credit ratings for each of our funding vehicles were as follows:

Macquarie Group Limited

Macquarie Bank Limited

Short-term  Long-term  Qutlook Short-term Long-term  Qutlook
Fitch Ratings F-1 A Stable F1 A+ Stable
Moody’s Investors Service  P-1 A2 Stable P Al Positive
Standard & Poor's A2 A- Stable A A Stable

Contractual undiscounted cash flows

The table below summarises the maturity profile of the
Group's financial liabilities as at 31 March based on
contractual undiscounted repayment obligations.
Repayments which are subject to notice are treated as

if notice were given immediately. However, the Group
expects that many customers will not request repayment
on the earliest date the Group could be required to pay and
the table does not reflect the expected cash flows
indicated by the Group's deposit retention history,

Derivatives (other than those designated in a hedging
refationship) and trading portfolio liabilities are included in
the less than 3 months column at their fair value. Liquidity
risk on these items is not managed on the basis of
contractual maturity, since they are not held for settlement
according to such maturity and will frequently be settled in
the short term at fair value. Derivatives designated in a
hedging relationship are included according to their
contractual maturity.
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Note 43.2 Liquidity risk continued
Contractual undiscounted cash flows continued

l.ess than 3to12
On demand 3 months months 1to5years Over5 years Total
$m $m $m $m Sm $m
Consolidated 2008
Due to banks 2,599 1,554 548 5,947 516 11,164
Cash collateral on securities
lent and repurchase agreements 3,437 3,128 7,323 - - 13,888
Trading porifolio liabilities - 11,825 - - - 11,825
Derivative financial instruments
{trading} - 20,492 - - - 20,492
Derivative financial instruments
(hedging relationship)
Contractual amounts payable - 2730 2,508 4139 786 10,173
Contractual amounts receivable - (2,610) (2,166) {3,621) {887) (9,284)
Deposits 8,036 4,802 830 476 833 15,877
Debt issued at amortised cost” 823 15,807 24617 18,414 3,049 62,710
Other liabilities™ - 7,991 - - - 7,991
Other financial liabilities at fair
value through profit or loss 1,340 575 818 3,701 KE)| 6,775
Life investment contracts and
other unit holder liabilities - 5,689 - - - 5,689
Subordinated debt 6 34 110 1,112 2,047 3,309
Total undiscounted cash flows 17,141 72,017 34,588 30,168 6,695 160,609
Consolidated 2007
Due to banks 1,003 2,310 296 246 569 4,424
Cash collateral on securities lent
and repurchase agreements 4,086 3,403 - - - 7,489
Trading portfolio fiabilities - 15,922 - - - 15,922
Derivative financial instruments
(trading) - 10,280 - - - 10,280
Dertvative financial instruments
(hedging refationship)
Contractual amounts payable - 6,291 2,575 12,997 3674 25,537
Contractual amounts receivable - 6,314) (2,405) {10,192 (3,561) (22,472)
Deposits 8,733 3,500 85 81 10 12,409
Debt issued at amortised cost” 17 20,444 15,160 17,445 1,483 54,549
Other liabilities** - 8,135 - - - 8,135
Other financial liabilities at fair
value through profit or loss 4 1,045 1,218 3,358 544 6,169
Life investment contracts and
other unit holder liabilities - 5781 - - - 5,781
Subordinated debt - 37 13k 1,063 2,583 3,794
Total undiscounted cash flows 13,843 70,834 17,040 24998 5,302 132,017

* Included in this balance are amounts payable to mortgage SPE noteholders. The contractual maturity of the notes are

dependant on the repayment of the underlying mortgages. This has been reflected in the maturity analysis.
" Excludes liabilities excluded from the scope of the standard and non-contractual accruals and provisions.

The maturity profile of cormmitrents are set out in notes 40 to 41,
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Note 43.2 Liquidity risk
Contractural undiscounted cash flows continued

Company 2008
Less than Jto12
On demand 3 months months 1toS5years Over5 years Totat
$m $m $m $m $m $m
Due to banks - 83 198 5,464 - 5,745
Due to controlled entities 56 2,683 1,862 4,989 - 9,590
Total undiscounted cash flows 56 2,766 2,060 10,453 - 15,335
43.3 Market risk

Market risk is the exposure to adverse changes in the value of the Group’s trading portfolios as a result of changes in
market prices or volatility. The Group is exposed to the following risks in each of the major markets in which it trades:

—foreign exchange: changes in spot and forward exchange rates and the volatility of exchange rates;

~interest rates: changes in the level, shape and volatllity of yield curves, the basis between different interest rate securities
and derivatives and credit margins;

-equities: changes in the price and volatility of individual equities, equity baskets and equity indices, including the risks
arising from equity underwriting activity;

-commodities: changes in the price and volatility of gold, sitlver and base metals, agricultural commodities and energy
products; and

-to the correlation of market prices and rates within and across markets.

It is recognised that trading activities which give rise to market expasures contain an element of risk taking. The Group is
prepared to accept such risks provided they are correctly identified, calculated and monitored by RMG, and reported to
senior management on a regular basis.

RMG monitors positions within the Group according to a limit structure which sets limits for all exposures in all markets.
Limits are for both individual trading desks and divisions as well as in aggregate. Trigger limits for the Group as a whole
ensure that if several trading book limits are being used simultaneously, the aggregate level of risk is in line with the global
risk appetite articulated in the economic capital model.

RMG sets three complementary limit structures:

- Contingent Loss Limits: a wide range of price and volatility scenarios, including comprehensive worst case, or stress,
scenarios. Worst case scenarios include market movements larger than have occurred historically. Multiple scenarios are
set for each market to capture the non-linearity and complexity of exposures arising from derivatives. A wide range of
assurmptions about the correlations between marksts is applied;

—Position Limits: volume, maturity and open position limits are set on a large number of market instruments and positions
in order to constrain concentration risk and to avoid the accumulation of risky, illiquid positions;

- Value-at-Risk (VaR} Limits: statistical measure based on a 10-day holding period and a 89 per cent confidence level, as
stipulated by the APRA capital adequacy standard. The model is validated daily by back testing a 1-day VaR against
hypothetical and actual daily trading profit or loss.

The Company is not exposed directly to any material market risk.
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Note 43.3 Market risk continued

Value-at-Risk (VaR) figures

The table below shows the average, maximum and minimum VaR over the year for the major markets in which the Group
operates. The VaR shown in the table is based on a one-day holding period. The aggregated VaR is on a correlated basis.

Consolidated 2008 2008 2008 2007 2007 2007

Average Maximum Minimum Average Maximum Minimurm

$m $m $m $m $m $m

Equities 745 15.30 4,37 7.9 13.67 3.39

Interest rates 3.22 5.51 212 213 3.33 1.26

Foreign exchange and buttion 3.156 7.77 1.25 2.19 472 1.39

Commodities 10.80 17.70 3.73 3.50 8.00 143

Aggregate 13.55 19.54 869 B.44 15.22 2.18
Value-at-Risk

The VaR model uses a Monte Carlo simulation to generate normally distributed price and volatility paths, based on three
to ten years of historical data. VaR focuses on unexceptional price moves, it does not account for losses that could occur
beyond the 99 per cent level of confidence. These factors can limit the effectiveness of VaR in predicting future price
moves when changes to future risk factors deviate from the movements expected by the above assumptions. For
Macquarie Bank Limited capital adequacy purposes, debt-specific risk is measured using APRA’s standard method,
whilst all other exposures are captured by the VaR modei. This combined approach has been approved by APRA and

is subject to pericdic review.

Interest rate risk

The Group also has expesure to non-traded interest rate risk generated by banking products such as loans and deposits.
Banking businesses have small limits to accumulate marketable parcels of interest rate risk. Wherever possible, these
interest rate risks are transferred to the Group's Treasury and Commodities business and managed within traded market
risk limits and are included within the VaR figures presented above. Some residual interest rate risks remain in the banking
book as an unavoidable consequence of doing business. Residual risks have independent limits that are monitored

by RMG.

Certain interest rate derivative transactions are undertaken to economically hedge interest rate risk associated with the
MIPS. As the MIPS are classified as equity for accounting and the hedge accounting requirements cannot be met, the
volatility arising from recognising these derivatives at fair value is reflacted in the income statement. Interest rate sensitivity
on these derivatives is not reflected in the VaR numbers above. Indicatively, a 50 basis point increase/decrease in interest
rates would result in a decrease/increase in profit befcre tax of $34 million (2007: $40 million) respectively.

Other than the volatility on the derivatives described above, there are no material interest rate risks within the Group.

Fareign currency risk

The Group is exposed to foreign currency risk arising from transactions entered into in its normal course of business and
as a result of the Group's investments in foreign operations. Moverments in foreign cumrency exchange rates will result in
gains or losses in the income statement due to the revaluation of certain balances or in movernents in the Foreign
Currency Translation Reserve due to the revaluation of foreign operations.

In order to appropriately manage this risk it is Group palicy that all non-trading foreign currency exposuras are
appropriately hedged or trading foreign currency expasures remain within trading limits set by RMG.

Responsibility for maonitoring and managing foreign currency exposures arising from transactions rests with individual
businesses which will enter into intemal transactions as necessary to transfer the underlying foreign exchange risk to our
trading businesses. Compliance with this policy is actively monitored by RMG.

FForeign currency exposures arise on the Group’s net investment in foreign operations with functional currencies other than
the Australian dollar for both the Group and parent entity. Forward foreign exchange contracts, or borrowings in the same
currency as the exposure, are designated as hedges under Australian Accounting Standards and offset movements on
the net assets within foreign operations and are transfarred to the Foreign Currency Translation Reserve.

As a result of the operation of the Group's foreign exchange policy, the Group is not exposed to any material residual
foreign currency risk.
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Note 43.3 Market risk continued
Equity price risk

The table below indicates the equity markets to which the Group had significant exposure at 31 March on its non-trading
investment portfolio excluding interests in associates and joint ventures. The effect on equity (as a result of a change in the
fair value of equity instruments held as available for sale at 31 March) and the income staternent due to a reasonably
possible change in equity prices, with all other variables held constant, is as follows:

Consolidated
2008 2007
Sensitivity Sensitivity Sensitivity Sensitivity
Movement in of profit of equity Movementin of profit of equity
equity price before tax after tax equity price before tax after tax
Geographic region % $m $m % $m $m
Listed
Australia +10 7.5 26.6 +10 1.4 255
America +10 9.5 7.9 +10 2.2 38
Europe +10 33 6.0 +10 10.4 23
Asia +10 - 10.0 +10 0.7 11.1
Other +10 - 21 +10 - 05
Unlisted +10 0.7 22.0 +10 - 26.3
Listed
Australia -10 7.1) {26.6) -10 (1.3) {25.5)
America -10 9.2) 7.9 -10 2.2) (3.8)
Europe -10 (3.2) (6.0) -10 (10.4) (2.3)
Asia -10 - (10.0) -10 ©0.n (11.1)
Other -10 - (2.1} -10 - {0.5)
Unlisted -10 0.7 {22.0) -10 - (26.3)
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Note 44. Average interest bearing assets and liabilities and related interest

Consoliclated 2008 Consolidated 2007
Average Income/ Average Average Income/ Average
balance (expense) rate balance (expense) rate
$m $m % $m $m %
Assets
Interest bearing assets
Due from banks 10,565 541 5.1 3753 200 53
Cash collateral on securities
borowed and reverse
repurchase agreements 21,363 1,221 5.7 16,889 865 5.1
Trading portfolic assets 3,994 258 6.5 4,379 260 59
Loans assets held at
amortised cost 50,094 3,874 7.7 41,218 2,986 7.3
Cther financial assets at fair value
through profit or loss 943 72 7.6 820 55 6.7
Other assets 22 2 7.8 19 1 6.0
Investment securities
available for sale 10,287 719 7.0 4,224 255 6.0
Net interest in assoclates and joint
ventures using the equity method 227 1" 5.0 197 10 52
Total interest bearing assets 97,495 5,698 71,499 4,632
Total non-interest bearing assets 64,523 48,105
Total assets 162,018 119,604
Liabilities
Interest bearing liabilities
Due to banks 6,834 (473) 6.9 3,570 {176) 49
Cash colateral on securities
lent and repurchase agreements 10,991 (593) 54 8333 (432) 5.2
Trading portfolio liabilities 3,027 (189) 6.2 3,190 (179 56
Deposits 16,992 {861) 5.1 10,720 (498) 46
Debt issued at amortised cost 56,442 {3,521) 6.2 45,407 (2,444) 5.4
Other financial kabilities at fair
value through profit or loss 1,124 (56) 5.0 1,227 {46) 3.7
Other liabilities 568 (37) 6.5 118 9 75
Loan capital
Subordinated debt 2,584 (151) 58 2013 (120} 6.0
Total interest bearing liabilities 98,562 {5,881) 74578 (3,904)
Total non-interest bearing liabilites 54,335 38,359
Total liabilities 152,897 112,937
Net assets 9121 6,667
Equity
Contributed equity
Ordinary share capital a177 2,763
Treasury shares 1) )]
Reserves 458 325
Retained earnings 3,270 2,325
Total capital and reserves
attributable to equity holders
of Macquarie Group Limited 7,894 5410
Minority interest 1,227 1,257
Total equity 9,121 6,667
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Note 45. Geographical concentration of deposits and borrowings

The following table details the source of deposits and borrowings, based upon the location of the relevant counterparty.
Refer to “Liquidity Management” within note 43 - financial risk management, for discussion on the source of the
Group's funding.

North Asgia
Australia Europe America Pacific* Other Total
$m $m $m $m $m $m
Consolidated 2008
Due to banks 5,593 1,880 1,745 604 219 10,041
Cash collateral on securities lent
and repurchase agrearments 3,261 9,013 102 a07 498 13,781
Trading portfolio abilities 5,102 903 1,592 3,170 1,058 11,825
Deposits 13,777 805 639 701 161 15,783
Debt issued at amortised cost 44,492 5,638 6,795 180 - 57,115
Other financial liabilities at fair value
through profit or loss 1,689 1,614 380 2,605 - 6,288
Subordinated debt at amortised cost 1,691 - 13 - - 1,704
Subordinated debt at fair value through
profit or loss 646 - - - - 646
Total deposits and borrowings
by geographical location 76,251 19,553 11,266 8,177 1,936 117,183
Consolidated 2007
Due to banks 1,551 1172 702 588 107 4127
Cash collateral on securities lent and
repurchase agreements 4,276 2,654 459 57 43 7,489
Trading portfolio liabilities 2,632 10,096 2,510 638 46 15,922
Deposits 11,319 108 575 268 133 12,403
Debt issued at amortised cost 27,484 16,328 6,850 703 - 51,365
Other financial liabilities at fair value
through profit or loss 905 1,383 557 2,697 - 5,652
Subordinated debt at amortised cost 442 1,341 - - - 1,783
Subordinated debt at fair value
through profit or loss 403 485 - - - 888
Total deposits and borrowings by
geographical location 49,012 33,577 11,660 4,951 329 99,529

* Excludes Australia
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Note 46. Maturity analysis of monetary assets and liabilities
The tables below detail the maturity distribution of selected monetary assets and liabilities. Maturities represent the
remaining contractual period from the balance date to the repayment date.

Consoclidated 2008

3 months 3 months to 1 yearto Over No maturity
At call orless 12 months Syears 5 years specified Total
$m $m $m $m $m $m $m

Assets
Cash and balances
with central banks 7 - - - - - 7
Due from banks 6,566 - - 3,544 - - 10,110
Cash collateral on securities
borrowed and reverse
repurchase agreements 8,745 13,879 282 - - - 22,906
Trading portfolio assets - 15,807 - - - - 15,807
Loan assets held at
amortised cost 5,896 4,626 2,474 4,983 12,718 - 30,697
Other financial assets at fair
value through profit or loss 422 111 217 3,230 151 - 4,131
Investment securities
available for sale 1,808 10,125 1,060 1,17 670 1,074 16,454
Life investment contracts
and cther unit holder assets” 75 630 160 - - 4,834 5,699
Interest in associates and
joint vertures using the
equity method - - - - - 5,600 5,500
Sub-total monetary assets 23,519 45,178 4,193 13,474 13,539 11,408 111,311
Loan assets held at amaortised
cost by mortgage SPEs™ - 1,476 3,834 10,867 5513 - 21,710
Total monetary assets 23,519 46,654 8,027 24,361 19,052 11,408 133,021
Liabilities
Due to banks 2,005 601 1,185 5,842 408 - 10,041
Cash collateral on securities
lent and repurchase
agreements 5713 852 7,216 - - - 13,781
Trading portfalic liabilities - 11,825 - - - - 11,825
Deposits 8,931 4,765 814 449 824 - 15,783
Debt issued at amortised cost 832 13,163 13,024 6,813 1,719 - 35,551
Other financial liabilities at fair
value through profit or loss 214 579 1,909 3,342 244 - 6,288
Life investment contracts and
other unit holder liabilities - - - - ~- 5,689 5,689
Subordinated debt at
amortised cost 4] - - 618 1,080 - 1,704
Subordinated debt at fair value
through profit or loss - - - - 646 - 646
Sub-total monetary liabilites 17,701 31,785 24148 17,064 4,921 5,689 101,308
Debt issued at amortised cost
by mortgage SPEs™ - 1,737 10,499 9,203 126 - 21,564
Total monetary liabilites 17,701 33,522 34,647 26,267 5,046 5,689 122,872

The life business offers an investment linked product. Policy holders are primarily exposed to the liquidity risk on life

investment contract assets. The members are subject to liquidity risk on the surplus in the life investment contract

statutory funds.

Loan assets held at amortised cost by mortgage SPEs are shown at expected repayment maturities and debt issued
at amortised cost in mortgage SPEs are shown at expected extinguishment maturities.
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Note 46. Maturity analysis of monetary assets and liabilities continued

Consolidated 2007

3months 3 months to 1 year to Over  No maturity
At call orless 12 months 5 vears 5 years specified Total
$m Sm $m $m $m $m $m

Assets
Cash and balances
with central banks 3 - - - - - 3
Due from banks 3,118 2,988 - 13 - - 6,120
Cash collateral on securities
borrowed and reverse
repurchase agreements 21,831 4,078 - - - - 25,509
Trading portfolio assets - 15,518 - - - - 15,518
Loan assets held at
amortised cost 5,278 7.468 3,359 5,048 4,609 - 25,762
Other financial assets at fair
value through profit or loss 81 924 74 286 714 - 2,779
Investment securities
available for sale 12 3,296 - 1,149 631 g72 6,060
Life investment contracts
and cther unit holder assets* 146 550 198 i21 - 4,832 5,847
Interest in associates and
joint ventures using the
equity mathod - - - - - 4,071 4,071
Sub-total monetary assets 31,170 34,822 3,631 6,617 5,854 9,875 92,069
Loan assets held at
amortised cost by mortgage
SPEs™ - 1,171 3,117 9,820 5,926 - 20,034
Total monetary assets 31,170 35,9893 6,748 16,437 11,880 9,875 112,103
Liabilities
Due to banks 1,074 2,229 272 138 414 - 4127
Cash collateral on
securities lent and
repurchase agreements 4,086 3.403 - - - - 7,489
Trading portfolio liabilities - 15,922 - - - - 15,822
Deposits 6,808 4,719 761 10 14 - 12,403
Debt issued at
amortised cost 1,236 17,009 6,713 5,153 1,322 - 31,433
Other financial liabfiities at fair
value through profit or loss 43 993 1,181 2,858 377 - 5,552
Life investment contracts
and other unit holder liabilities - - - - - 5,781 5,781
Subordinated debt issued
at amortised cost - - - - 1,783 - 1,783
Subordinated debt issued
at fair value through
profit or loss - - - - 888 - 888
Sub-total monetary liabilities 13,247 44 275 8,927 8,350 4,798 5,781 85,378
Debt issued at amortised
cost by mortgage SPEs™ - 549 7.614 9.864 1,805 - 19,932
Total monetary liabilities 13,247 44,824 16,541 18,214 6,703 5,781 105,310

* The life business offers an investment linked product. Policy holders are primarily exposed to the liquidity risk on life

investment contract assets. The members are subject to liquidity risk on the surplus in the life investment contract

statutory funds,

** Loan assets held at amortised cost by mortgage SPES are shown at expected repayment maturities and debt issued
at amortised cost in mortgage SPEs are shown at expected extinguishment maturities.
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Note 46. Maturity analysis of monetary assets and liabilities continued

Company 2008
3 months 3 months to 1 year to Over No maturity
At call orless 12 months 5 years Syears specified Total
$m $m $m $m $m sm $m
Assets
Due from controlled entites 5,089 1,202 3,800 3,800 - - 13,891
Total monetary assets 5,089 1,202 3,800 3,800 - - 13,891
Liabilities
Due to banks - - - 4,864 - - 4,864
Due to controlled entities 53 1,202 3,800 3,800 - - 8,855
Total monetary liabilities 53 1,202 3,800 8,664 - - 13,719
Note 47. Interest rate risk
Consolidated 2008
Weighted Fixed interest rate repricing
average
effective  Floating 1 month 3 months Non-
interest  interest 1 month to3 to12 1yearto Over interest
rate rate orless months months 5Syears 5Syears bearing Total
% $m Sm $m $m $m $m $m $m
On-balance sheet assets
Cash and balances
with central banks 7.0 7 - - - - - - 7
Due from banks 45 9,403 614 73 - 20 - - 10,110
Cash collateral on securities
borrowed and reverse
repurchase agreements 42 11,802 - 10,805 282 - - 17 22,906
Trading portfalio assets 6.7 3,640 - 79 - - - 12,088 15,807
Loan assets held at
amortised cost 84 46,503 73 3,676 160 1,221 134 - 52,407
Other financial assets
at fair value through
profit or loss 11.2 3,304 80 528 46 25 - 148 4,131
Derivative financial
instruments — positive values - - - - - - 21,136 21,136
Other assets - - - - - - 10,539 10,539
Investment securities
available for sale 7.6 1,704 7418 3,739 1,008 1,671 - 824 16,454
Intangible assets - - - - - - 494 494
Life investment contracts
and other unit holder assets” - - - - - - 5,699 5,699
Interest in associates and
joint ventures using the
equity method 7.2 356 - - - - - 5144 5,500
Property, plant and equipment - - - - - - 375 375
Deferred income tax assets - - - - - - 718 718
Non current assets and assets
of disposal groups classified
as held for sale - - 35 - - - 932 967
Total on-balance sheet assets 76,719 8,825 18,935 1,586 2,937 134 58114 167,250

The life business offers an investment linked product. Policy holders are primarily exposed to the liquidity risk on life

investment contract assets. The members are subject to liquidity risk on the surplus in the life investment contract

statutory funds.
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Note 47. Interest rate risk continued

Consolidated 2008

Fixed interest rate repricing

Weighted
average
effective  Floating 1 month 3 months Non-
interest  interest 1 month to3 to12 tyearto Over  interest
rate rate orless months months 5Syears 5Syears bearing Total
% $m $m $m Sm $m $m $m $m

On-balance sheet liabilities
Due to banks 4.9 8,277 860 - 196 708 - - 10,011
Cash collateral on
securities lent and
repurchase agreements 4.4 6,612 255 922 5,992 - - - 13,781
Trading portfolio liabilities 6.1 4,504 - 7,294 - - - 27 11,825
Derivative financial instruments
- negative values - - - - - - 21399 21,399
Deposits 6.2 10,677 1,686 2,324 718 277 100 - 15783
Debt issued at
amortised cost 6.9 9,794 30,843 9,928 4,648 1,902 - - 57115
Other financial liabilities
at fair vatue through |
profit or loss 4.4 1,573 339 229 701 3,202 244 - 6,288
Other liabilities - - - - - - 12210 12,210
Current tax liabilities - - - - - - 193 193
Life investment contracts
and other unit holder liabifities - - - - - - 5,689 5,689 |
Provisions - - - - - - 179 179
Deferred income tax liabilities - - - - - - 121 121 |
Liahilities of disposal groups
classified as held for sale - - - - - - 215 215
Subordinated debt issued
at amortised cost 7.2 - - - - - 1,704 - 1,704
Subordinated debt issued
at fair value through profit
or loss 6.3 - - - - - 646 - 646 .
Total on-balance sheet liabilities 41,437 33,983 20,697 12,256 6,089 2,694 40,003 157,189
Total equity 10,061
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Note 47. Interest rate risk continued

Consolidated 2007
Weighted Fixed interest rate repricing
average
effective  Floating 1 month 3 months Non-
interest interest 1 month 03 to12 1yearto Over  interest
rate rate  orless months months Syears 5Syears bearing Total
% $m $m $m $m $m $m $m $m

On-balance sheet assets
Cash and balances

with central banks 53 3 - - - - - - 3
Due from banks 56 3,314 2,806 - - - - - 6,120
Cash collateral on securities

borrowed and reverse

repurchase agreements 53 21,83 2,837 1,241 - - - - 25909
Trading portfolio assets 50 - 904 365 378 800 1,053 12018 15518
Loan assets held at

amortised cost 6.8 34,267 1,610 2,423 3,658 3,331 507 - 45,796
Other financial assets at fair

value through profit orloss 7.0 772 852 100 413 177 209 256 2,779
Derivative financial

instrurnents - positive valuas - - - - - - 1133 11,913
Other assets - - - - - - 10,444 10,444
Investment securities

available for sale 6.3 83 511 2,505 270 1,126 578 987 6,060
Intangible assets - - - - - - 100 100
Life investment contracts and

other unit holder assets* 2.4 145 313 238 198 121 - 4,832 5,847
Interest in associates and

joint ventures using the

equity method 8.3 304 - ~ - - - 3,767 4,071
Property, plant and equipment - - - - - - ars 378
Deferred income tax assets - - - - - - 457 457
Non current assets and

assets of disposal

groups classified as held for sale - - - - - - 994 994

Total on-balance sheet assets 60,719 9,833 6,872 4917 5,555 2,347 46,146 136,389

" The life business offers an investment linked product. Policy holders are primarily exposed to the liquidity risk on life
investment contract assets. The members are subject to liquidity risk on the surplus in the life investment contract
statutory funds.
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Note 47. Interest rate risk continued

Consolidated 2007

Fixed interest rate repricing

Weighted
average
effective  Floating 1 month 3 months Non-
interest interest 1 month to3 to12 1yearto Over  interest
rate rate  orless months months 5Syears Syears bearing Total
% $m $m $m $m $m $m $m $m

On-balance sheet liabilities
Due to banks 54 2,179 648 431 286 264 319 - 4127
Cash collateral on
securities lent and
repurchase agreements 5.1 4,086 3,403 - - - - - 7,489
Trading portfolic liabilities 5.1 - - 90 391 477 722 14,242 15,822
Derivative financial
instruments — negative values - - - - - - 11,068 11,069
Deposits 7.7 9,718 1,537 802 346 - - - 12403
Debt issued at
amortised cost 7.0 1,779 7324 9,425 13,262 4,963 14,612 - 51,365
Other financial abilities
at fair value through
profit or loss 56 - g 250 707 263 1 4322 5,552
Other liabilities - - - - - - 11,958 11,958
Current tax liabilities - - - - - - 132 132
Life investrment contracts and
other unit holder liabilities - - - - - - 5,781 5,781
Provisions - - - - - - 153 153
Deferred income tax liabilities - - - - - - 78 78
Liabilities of disposal groups
classified as held for sale - - - - - - 170 170
Subordinated debt issued
at amortised cost 6.1 - - - - - 1,783 - 1,783
Subordinated debt issued
at fair value through
profit or loss 6.8 - - - - - 888 - 888
Total on-balance sheet liabilities 17,762 12,921 10,908 14,892 5067 18325 47905 128,870
Total equity 7519
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Note 47. Interest rate risk continued

Company 2008
Weighted Fixed interest rate repricing
average
effective  Floating 1 month 3 months Non-
interest  interest 1 month to3 to12 1yearto Over interest
rate rate orless months months 5Syears 5Syears bearing Total
% $m $m $m $m $m $m $m $m

On-balance sheet assets
Other assets - - - - - - 1 1
Due from
controlled entities 8.3 8,802 - - - - - 5,089 13,81
Investments in
controlled entities - - - - - - 23,693 23,693
Deferred income
tax assets - - - - - - 1 1
Total on-balance
sheet assets 8,802 - - - - - 28,784 37,586
On-balance sheet liabilities
Due to banks 5.5 4,864 - - - - - - 4,864
Current tax liabilities - - - - - - 49 49
Due to controlled entities 83 8,801 - - - - - 54 8,855
Total on-balance
sheet liabilities 13,665 - - - - - 103 13,768
Total equity 23,818
Macquarie Group Limited 2008 Annual Report



Note 48. Fair value

Fair value reflects the amount for which an asset could be
exchanged or a liability settled, between knowledgeable,
willing parties in an arm’s length transaction. Quoted prices
or rates are used to determine fair value where an active
market exists. If the market for a financial instrument is not
active, fair values are estimated using present value or
other valuation technigues, using inputs based on market
conditions prevailing on the measurement date.

The values derived from applying these techniques are
significantly affected by the choice of valuation mode! used
and the underlying assumptions made regarding inputs
such as timing and amounts of future cash flows, discount
rates, credit risk, volatility and correlation.

The following methods and significant assumptions have
been applied in determining the fair values of financial
instruments carried at fair value and financial instruments
carried at amortised cost.

Financial instruments carried at fair value:

—tirading portfolio assets and liabilities, financial assets and
liabilities at fair value through profit or loss, derivative
financial instruments, and other transactions undertaken
for trading purposes are measurad at fair value by
reference to quoted market prices when available (e.g.
listed securities). If quoted market prices are not
available, then fair values are estimated on the basis of
pricing models or other recognised valuation techniques;

-investment securities classified as available for sale are
measured at fair value by reference to quoted market
prices when available (2.g. listed securities). If quoted
market prices are not available, then fair values are
estimated on the basis of pricing models or other
recognised valuation techniques. Unrealised gains and
losses, excluding impairment write-downs, are recorded
in the available for sale reserve in equity until the asset is
sold, collected or otherwise disposed of;

—fair values of fixed rate loans and issued debt classified as
fair value through profit or loss is estimated by reference
to current market rates offered on similar loans.

Financial instruments carried at amortised cost:

—the fair values of liquid assets and other assets
maturing within 12 months approximate their carrying
armounts. This assumption is applied to liquid assets and
the short term elements of all other financial assets and
financial liabilities;

—the fair value of demand deposits with no specific
maturity is approximately their camrying amount as they
are short term in nature or are payable on demand;

—the fair values of variable rate financial instruments,
including loan assets and liabilities carried at amortised
cost, cash collateral on securities borrowed/cash
collateral on securities lent and reverse repurchase/
repurchase agreements, are approximated by their
carrying amounts. In the case of loan assets held at
amortised cost, changes in the fair value do not reflect
changes in their credit quality, as the impact of credit risk
is largely recognised separately by deducting the amount
of the allowance for credit losses;

—the fair value of fixed rate loans and debt carried at
amortised cost Is estimated by reference to current
market rates offered on similar loans. The fair values of
these instruments are not materially different from their
carrying amounts;

—substantially all of the Group's commitments to extend
credit are at variable rates. As such, there is no
significant exposure to fair value fluctuations resulting
from interest rate movements relating to these
commitments;

—in the separate financial statements of the Company, the
fair value of balances due from/to controlled entities is
approximated by their carrying amount as the balances
are generally receivable/payable on demand.

Where valuation techniques are used to determine fair
values, they are validated and pericdically reviewed by
qualified personnel independent of the area that created
them. All models are certified before they are used, and
madels are calibrated periodically to test that outputs
reflect prices from observable current market transactions
in the same instrument or other available observable
market data. To the extent possible, models use only
observable market data (g.g. for OTC derivatives), however
management is required to make assumptions for certain
inputs that are not supported by prices from observable
current market transactions in the same instrument, such
as credit risk, volatility and correlation. Changing these
assumptions to reasonably possible alternative
assumptions, for those financial instruments for which fair
values were determined in whole or in part using valuation
technigues based on such assumptions (e.g. for certain
exotic or structured financial instruments), would not
significantly change the fair values recognised in the
financial statements.
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Consolidated

2008
$'000

Consclidated
2007
$000

Company Company
2008 2007
$'000 $000

Note 49. Audit and other services provided
by PricewaterhouseCoopers {*PwC")

During the financial year, the auditor of the Company and Group, PwC, and its related practices earned the

following remuneration:

PwC - Australian firm
Audit and review of financial reports of the Company

or any entity in the Group 5,745 3,420 15 -
QOther audit-related work 1,374 1,579 3N -
Other assurance services 904 454 288 -
Total audit and other assurance services 8,023 5,453 334 -
Advisory services 76 1,432 - _
Taxation B36 361 - -
Total remuneration paid to PwC - Australian fimn 8,935 7,246 334 -
Related practices of PwC — Australian firm

{including PwC - overseas firms)

Audit and review of financial reports of the Company

or any entity in the Group 5,144 3,460 - -
Cther audit-related work 193 425 - -
Other assurance senvices 434 25 - -
Total audit and other assurance services 5,7M 3,910 - -
Advisory services 1,242 5,681 - -
Taxation 1,625 1,113 - -
Total remuneration paid to related practices of

PwC — Australian firm 8,638 10,704 - -
Total remuneration paid to PwC 17,573 17,950 334 -

Use of PwC's services on other than audit and assurance engagements is restricted in accordance with the Company's
Auditor Independence policy. These assignments are principally tax compliance and agreed upon assurance procedures

in relation to acquisitions.

Certain fees for advisory services are in relation to Initial Public Offerings and due diligence services for new funds. These
fees may be recovered by the Group upon the successful establishment of the funds.

it is the Company's policy to seek competitive tenders for all major advisory projects.
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Note 50. Acquisition and disposal of controlled entities
Significant entities acquired, or consolidated due to change in control:

-America's Water Heater Rentals LLC
On 21 June 2007, a controlled entity of the Group acquired 100 per cent of America’s Water Heater Rentals, which owns
and services rental water heaters.

-Marine Services Holdings Limited
On 19 July 2007, a controlled entity of the Group acquired 100 per cent of Express Offshore Transpart, an offshore oil
and gas platform transport service.

—Orion Financial Inc.
On 30 November 2007, a controfled entity of the Group acguired 100 per cent of Orion Financial Inc., a Canadian
institutional stockbroking and advisory business.

=CIT Equipment Leasing
On 31 December 2007, a controlled entity of the Group acquired 100 per cent of CIT Equipment Leasing in the US which
specialises in the provision of leases.

Other entities acquired during the year are as follows:

OzForex Pty Limited, Greater Peterborough Health Investrment Plan, Macquarie Globalis Bric Advantage Fund, Five Oak
Storage, Aviation Technical Services Inc and Brek Manufacturing Co, Utility Service Partners Inc., Federal Power Avenal
LLC (post acquisition Avenal Power Centre LLC), Rochester Capital Master Fund Limited, Brook Asset Management
Limited, Microstar Logistics Inc and Global Asset Management Inc.
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Note 50. Acquisition and disposal of controlled entities continued

Aggregate details of the material acquisitions {including disposal groups) are as follows:

2008 2007
$m $m
Fair value of net assets acquired
Cash and other financial assets 997 103
Derivatives and financial instruments - positive values 1 39
Property, plant and equipment and assets under operating leases” 300 8
Intangible assets 449 14
Assets of disposal groups classified as held for sale 286 1,189
Payables, provisions and borrowings {550} {135)
Liabilities of disposal groups classified as held for sale (102) 674)
Minority interest (15) -
Minority interest in disposal groups classified as held for szle [E)] -
Total fair value of net assets acquired 1,361 544
Purchase consideration
Cash consideration 1,228 544
Deferred consideration (note 33) 133 -
Total purchase consideration 1,361 544
Reconciliation of cash movement
Cash consideration {1,228) (544)
Less cash acquired 120 10
Net cash outflow {1,108) (5634)

Includes assets under operating leases of $212 million {2007: $nil).

The operating results of these entities have not had a material impact on the results of the Group.

There are no significant differences between the fair valu2 of net assets acquired and the acquiree's carrying value of net

assets other than the goodwil and other intangible assets noted above.

The 31 March 2007 comparatives relate to the acquisition of Longview Qil and Gas, Macquarie Small Caps Roads, East

London Bus Group Holdings Limited, Cervus Financial Corp and Corona Energy Holdings Limited.
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Note 50. Acquisition and disposal of controfled entities continued
Significant entities disposed of or deconsolidated due to change in control:

Greater Peterborough Health Investment Plan
On 30 August 2007, a controlled entity of the Group deconsolidated 100 per cent of its interest in the Greater
Peterborough Heailth Investment Plan Project.

Emerging Markets Finance Limited
On 31 March 2008, a controlled entity of the Group sold its 100 per cent holding in Emerging Markets Finance Limited.

Other entities disposed of or deconsclidated during the year are as follows:

ATM Solutions Australasia Pty Limited, Macquarie IMM Investment Management Co Limited, Japan Market Neutral Fund,
Macquarie IMM Prime Equity Trust, Macquarie Commodities Fund Limited, Marine Services Holdings Limited, Windpark
Bippen Grundstuecks, Windkraft Holleben 1, MACT Holding Co Pty Limited and Live Payments Pty Limited,

Aggregate details of the material entities disposed of or deconsolidated are as follows:

2008 2007
$m $m
Carrying value of assets and liabilities disposed of or deconsolidated
Cash and other financial assets 656 2
Assets of disposal groups classified as held for sale 1,291 3,015
Property, plant and equipment 3 1
Intangbble assets - 21
Liabilities of disposal groups classified as held for sale (1,181) (2,361)
Payables and provisions (593) {n
Minority interest 9) -
Total carrying value of assets and liabilities disposed of or deconsolidated 167 677
Recongciliation of cash movement
Cash received 459 1,125
Less:
| Investment retained (47) (61)
i Cash deconsolidated (65) (183)
| Net cash inflow 347 801

The 31 March 2007 comparatives relate to the disposal and deconsolidation of Macquarie Small Caps Roads, Smarte
| Carte Comporation, East London Bus Group Holdings Limited, The Steam Packet Group Limited, Access Health
| Abbatsford Limited, Access Health Vancouver Limited and Forward Steps Holdings Limited.

Note 51. Events occurring after the balance sheet date

There were no material post balance sheet events occurring after the reporting date requiring disclosure in these
financial statements,
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In the Directors’ opinion

the financial statements and notes set out on pages 120
to 213 are in accordance with the Corporations Act
2001, including:

d complying with Australian Accounting Standards, the
Corporations Regulations 2007 and other mandatory
professional reporting requirements; and

(il giving a true and fair view of the Company and
consolidated entity’s financial position as at 31 March
2008 and of its performance, as represented by the
results of its operations and its cash flows, for the
financial year ended on that date; and

there are reasonable grounds to believe that Macquarie
Group Limited will be able to pay its debts as and when
they become due and payable; and

the audited remuneration disclosures set cut on pages

56 to 110 of the Directors’ Report comply with

Accounting Standard AASB 124 Related Party

Disclosures and the Corporations Regulations 2001.

The Directors have been given the declarations by the chiaf
executive officer and chief financial officer required by
section 295A of the Corporations Act 2001,

This declaration is made in accordance with a resolution
of the Directors.

foa B

David Clarke
Non-Executive Chairman

Ao f

Allan Moss

Managing Director and
Chief Executive Officer
Sydney

19 May 2008
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Report on the financial report and the

AASB 124 remuneration disclosures contained in

the directors’ report

We have audited the accompanying financial report of
Macquarie Group Limited (the company), which comprises
the balance sheet as at 31 March 2008, and the income
statement, statement of changes in equity and cash flow
statement for the year ended on that date, a summary of
significant accounting policies, other explanatory notes and
the directors’ declaration for both Macquarie Group Limited
and the Macquarie Group (the consolidated entity). The
consolidated entity comprises the company and the entities
it controlled at the year’s end or from time to time during
the financial year.

We have also audited the remuneration disclosures
cortained in the directors’ report under the heading
“remuneration report” in pages 56 to 110 of the directors’
report and net in the financial report.

Directors’ responsibility for the financial report and the
AASB 124 remuneration disclosures contained in the
directors’ report

The directors of the company are responsible for the
preparation and fair presentation of the financial report in
accordance with Australian Accounting Standards
{including the Australian Accounting nterpretations) and the
Corporations Act 2001, This responsibility includes
establishing and maintaining intemal control relevant to the
preparation and fair presentation of the financial report that
is free from material misstatement, whether due to fraud or
error; selecting and applying appropriate accounting
policies; and making accounting estimates that are
reasonable in the circumstances. In note 2, the directors
also state, in accordance with Accounting Standard AASB
101 Presentation of Financial Statements, that compliance
with the Australian equivalents to International Financial
Reporting Standards ensures that the financial report,
comprising the financial statements and notes, complies
with International Financial Reporting Standards.

The directors of the company are also responsible for the
remuneration disclosures contained in the directors’ report.

Liability is limited by a scheme approved under
Professional Stardards Legislation

Auditor’s responsibility

Our responsibility is to express an opinion on the financial
report based on our audit. We conducted our audit in
accordance with Australian Auditing Standards. These
Auditing Standards require that we comply with refevant
ethical requirements relating to audit engagements and
plan and perform the audit to obtain reasonable assurance
whether the financial report is free from material
misstatement. Our responsibility is to also express an
opinion on the remuneration disclosures contained in the
directors’ report based on our audit,

An audit involves performing proceduraes to abtain audit
evidence about the amounts and disclosures in the
financial report and the remuneration disclosures contained
in the directors’ report. The procedures selected depend
on the auditor's judgement, including the assessment of
the risks of material misstatement of the financial report
and the remuneration disclosures contained in the
directors’ report, whether due to fraud or error. In making
those risk assessments, the auditor considers intemal
control refevant to the entity's preparation and fair
presentation of the financial report and the remuneration
disclosures contained in the directors' report in order to
design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an
opinion an the effectiveness of the entity's internal control.
An audit also includes evaluating the appropriatenaess of
accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as
evaluating the overall presentation of the financial report
and the remuneration disclosures contained in the
directors’ report.

Our procedures include reading the other information in
the Annual Report 1o determine whether it contains any
material inconsistencies with the financial report.

For further explanation of an audit, visit our website
http:/Awww.pwe.com/ay/financialstatementaudit.

Our audit did not involve an analysis of the prudence of
business decisions made by directors or management.

We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our
audit opinions.
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Independence
In conducting our audit, we have complied with the
independence requirements of the Corporations Act 2001.

Auditor’s opinion on the financial report
In our opinion:

(@) the financial report of Macquarie Group Limited is in
accordance with the Corporations Act 2001, including:

(i} giving a true and fair view of the company's and
consaolidated entity’s financial position as at 31 March
2008 and of their performance for the year ended on
that date; and

{il complying with Australian Accounting Standards
{including the Austrafian Accounting Interpretations)
and the Corporations Regulations 2001, and

{b) the financial report also complies with International
Financia! Reporting Standards as disclosed in note 2.

Auditor's opinion on the AASB 124 remuneration
disclosures contained in the directors’ report

In our opinion, the remuneration disclosures that are
contained in pages 56 to 110 of the directors’ report
comply with Accounting Standard AASB 124,

rcesntibansloles
PricewaterhouseCoopers

e Mt

lan Hammond
Partner

19 May 2008
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With the exception of 31 March 2005, the financial information presentad below has been based on the accounting standards
adopted at each reporting date. The financial information for the periods ended 31 March 2005 and later are based on results
reported under Australian Accounting Standards that incorporate International Financial Reporting Standards.

Years ended 31 March 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Income statement ($ million)

Total income from ordinary activities 904 1,337 1649 1,822 2155 2823 4197 4832 7181 8,248
Total expenses from ordinary activities 686) (1,036) (1,324) (1,467) (1,695) (2,138) (3,039 (3,545 (5,253) (6,043)
Operating profit before income tax 218 30 325 355 460 685 1,158 1,287 1928 2,205
Income tax expense {53) {79) (53) (76) (96) (16%) (288) {290) (377) (317)
Profit for the year 165 222 272 273 364 524 870 997 1,551 1,888
Macquarie Income Preferred

Securities distributions - - - - - - (28) {51) (54) (50)
Other minority interast - - 1 - 3 3 1) (1) 3 (1)
Macquarie Income Securities distributions - (12} 31) 29 (28 (27) (29) 29 31 (34)

Profit attributable to ordinary equity holders 165 210 242 250 333 494 812 916 1,463 1,803
Balance sheet ($ million)

Total assets 9456 23,389 27848 30,234 32,462 43,771 67,980 106,211 136,389 167,250
Total ligbilities 8,805 22,154 26,510 27,817 29,877 40,938 63,555 100,874 128,870 157,189
Net assets 851 1,235 1338 2417 2585 2833 4426 5337 7519 10,061
Total loan assets 4,002 6518 7785 9209 9839 10,777 28425 34,999 45796 52,407

Impaired loan assets (net of provisions) 44 23 31 49 16 61 42 85 88 165

Share information (g}
Cash dividends per share (cents per share)

Interim 30 34 M 4 1 52 61 90 125 145
Final 38 52 52 52 52 70 100 125 190 200
Special - - - - 50 - 40 - - -
Total 68 86 93 93 143 122 201 215 315 345
Basic earnings per share (cents per share)101.3  124.3 1389 1328 1648 2330 369.6 4003 5916 670.6
Share price at 31 March ($) 1910 2640 2763 3326 2470 3580 4803 6468 8275 52.82

Ordinary share capital {million shares) (b) 161t 1712 1759 1985 2045 2159 2237 2324 2539 2746
Market capitalisation at 31 March

(fully paid ordinary shares) ($ million) 3077 4520 4860 6,602 5051 7729 10,744 15032 21,010 14,504
Net tangible assets per ordinary share (B){c) 411 580 515 794 823 1072 1397 1663 2286 2818

Ratios
Return on average ordinary

shareholders’ funds 268% 281% 271% 18.7% 18.0% 223% 29.8% 26.0% 281% 23.7%
Cividend payout ratio 67.2% 70.0% 675% 736% 87.4%d)53.2% 53.2% 54.4% 54.3% 52.2%
Expense/income ratio 759% 775% B03% B05% 7BT7% 757% 724% 73.4% 73.2% 73.3%

Impaired assets as % of loan assets

(excluding securitisation SPVs and

segregated futures funds) 11% 03% 04% 05% 02% 06% 03% 05% 04% 06%
Net foan tosses as % of loan assets

([excluding securitisation SPVs and

segregated futures funds) 0% 01% 01% 02% 00% 03% 02% 02% 01% 03%
Assets under management (3 bilion) () 228 263 309 A13 523 626 967 1403 1972 232.0
Staff numbers ) 3119 4,070 4467 4728 4839 5716 6556 8183 10,023 13,107

{a) The Macquarie Bank Limited (now Macquarie Group Limited) ordinary shares were quoted on the Australian Stock
Exchange {now Australian Securities Exchange) on 29 July 1998.

(b) Number of fully paid ordinary shares at 31 March, excluding options and partly paid shares.

(c) Net tangible assets includes intangibles (net of assaciated defarred tax assets and deferred liabilities) within assets and
disposal groups held for sale.

{d) The special dividend for 2003 was paid to release one-off franking credits to shareholders on entry into tax consolidation.
Excluding the special dividend of 50 cents per share, the payout ratio would have been 56.8 per cent.

{e) The methodology used to calculate assets under management was revised in September 2005, Comparatives at
31 March 2005 have been restated in accordance with methodology.

() Includes both permanent staff (full time, part time and fixed term) and contractors (including consultants and secondees).
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Website
To view the Shareholder Review, the Interim and Annual Reports, presentations, dividend information
and other investor information, visit www.macquarie.com.au/shareholdercentre

Shareholder Calendar

Sharehciders may wish 1o note the following dates:
2008

Date Event

20 May Full-ysar result announcement

30 May Record date for ordinary final dividend
4 July Paymert date ordinary final dividend
23 July 2008 Annual General Meeting

30 September  First half financial year end

18 November®  Half-year result announcemant

28 November*  Record date for ordinary interim dividend
19 December*  Payment of ordinary interim dividend

2009
Date Event
31 March Full-year financial year end

2008 Annual General Meeting
This year's meeting will be at 10.30am on Wednesday 23 July 2008 at the Palladium at Crown, Level 1 Crown Towers,
8 Whiteman Street, Scuthbank, Melbourne.

Details of the business of the meeting will be forwarded to shareholders separately.

Stock Exchange Listing
Macquarie Group Limited is listed on the ASX and its ordinary shares trade under the code MQG.

Dividend Details
The Group generally pays a dividend on its tully paid ordinary shares twice a year following the final and interim results
announcements. The proposed dates for the 2008 final dividend and the 2009 interim dividend are as follows:

Dividend announcement Record date Proposed payment date
20 May 2008 30 May 2008 4 July 2008
18 November 2008~ 28 November 2008* 19 December 2008*

* These dates are subject to change

Macquarie Group Limited 2008 Annual Report




Dividend Reinvestment Plan (DRP)

The DRP allows sharehelders to apply their dividends to
acquire new MGL shares rather than receiving dividends in
cash. Shares are allotted at the market value {as defined by
the DRP rules} minus a 2.5 per cent discount.

American Depository Receipt (ADR) Program

In June 2005, Macquarie established an ADR program.
The program enables US investors to trade Macquarie
Group shares in US dollars.

MQG ADRs are negotiable certificates issued by the Bank
of New York, with one ADR representing one MQG share.
They are traded under the symbol MQBKY and are
classified as Level 1. They are not listed on any exchanges
and are traded over-the-counter via brokers.

The register of ADRS is kept at:

The Bank of New York

Investor Services

PO Box 11258

Church Street Station

New York NY 10286-1258

USA

Toll-free telephone number for domestic callers:
1-888-BNY-ADRs or 1-888-260-2377
Telephone numbers for international callers:
+1-212-815-3700

Further information can be found at www.stockbny.com
or by emalling shareowners@bankofry.com

Voting Rights

At meetings of members or classes of members each
member may vote in person or by proxy, attorney or (if

the member is a body corporate) corporate representative.
On a show of hands every person present who is a
member or a representative of a member has one vote and
on a poll every member present in person or by proxy or
attorney has:

(i) one vote for each fully paid share held; and

(i that proportion of vote for any partly paid ordinary
shares calculated in accordance with clause 8.18 of
the MGL constitution.

A copy of the constitution is available at www.macquarie.
com.au/au/about_macquarie/corporate_governance.htm

Enquiries

Investors who wish to enquire about any matter relating
to their Macquarie Group Limited shareholding are invited
to contact the Share Registry office below.

Computershare Investor Services Pty Limited

GPO Box 242

Melbourne Victoria 8060 Australia

Telephone: +61 3 9415 4000

Freecall: 1300 554 096

Facsimile; +61 3 9473 2500

Email: sydney.services@computershare.com.au
Website; www.computershare.com

All other enquiries relating to your Macquarie Group Share
investment can be directed to:

Investor Relations

Macquarie Group Limited

Level 7, No. 1 Martin Place

Sydney New South Wales 2000 Australia
Telephone: +61 2 8232 5006

Facsimile: + 61 2 8232 4330

Email: macquarie.shargholders@macquarie.com
Website: www.macquarie.com.au/shareholdercentre

The Group's company secretary, Dennis Leong, may
be contacted on the above numbers
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Fully Paid Ordinary Shares % of
Twenty Largest Ordinary Shareholders At 2 May 2008 Ordinary Shares Ordinary Shares
HSBC Custody Nominees {Australia) Limited 40,700,171 14.82
J P Morgan Nominees Australia Limited 29,357,154 10.69
National Nominees Limited 24,695,625 8.99
ANZ Nominees Limited Cash Income A/C 8,415,770 3.07
Citicorp Nominees Pty Limited 7,971,440 290
HSBC Custedy Nominees {Australia) Limited — A/C 2 6,212,801 226
Queensland Investment Corporation 5,215,674 1.90
Caogent Nominees Pty Limited 4,883,206 1.78
Argo Investments Limited 3,780,360 1.38
RBC Dexia Investor Services Australia Nominees Pty Limited Pipooled A/C 3,161,859 115
UBS Nominees Pty Ltd 3,004,122 1.08
HSBC Custody Nominees {Australia) Lirnited-GSCO ECSA 1,854,468 0.68
UBS wealth Management Australia Nominees Pty Ltd 1437997 0.52
Cogent Nominees Pty Limited Smp Accounts 1,157,153 0.42
HSBC Custody Nominees {Australia) Limited - A/C 3 968,202 0.35
Citicorp Nominees Pty Limited Cfs Wsle Geared Shr Fnd A/C 761,470 0.28
RBC Dexia Investor Services Australia Nominees Pty Limited MLCI A/C 725,491 0.26
Cogent Norinees Pty Limited Sl Non Cash Collateral A/C 679,700 0.25
HSBC Custody Nominees {Australia) Limited-GSCO ECA 631,343 0.23
AMP Life Limited 620,754 023

146,234,760 53.26

Substantial shareholders

At 2 May 2008 the following shareholders were registered by the Company as a substantial shareholder, having declared a
relevant interest in accordance with the Corporations Act 2001 {Cth), in the voting shares below:

Holder Ordinary Shares Date of Notice
AXA Asia Pacific Holdings Limited 16,345,491 20-Jul-07
Barclays Group 14,460,231 28-Mar-08
Capital Group Comparnies 13,881,954 8-Apr-08
Details of ordinary shareholdings
Details of the spread of ordinary Shareholdings at 2 May were as follows:
Range Shareholders Shares
1-1,000 107,950 32,380,738
1,001-5,000 15,875 31,669,707
5,001-10,000 1,418 9,993,390
10,001-100,000 1,064 26,881,782
100,001 shares and over 139 173,645,223
126,446 274,570,840

1,024 shareholders (representing 3,453 fully paid shares) held less than a marketable parcel.

All 38,174,272 options on issue at 2 May 2008 are held by participants in the Group’s Option Plans.

All 1,650,857 exchangeable shares on issue at 2 May 2008 are held by former key employees of Orion Financial Inc.

Macquarie Group Limited 2008 Annual Report
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Construction Corporation Limited
{CRCC) has built raitways. highways,
expressways, water conservation and
electric power stations, large-scale
airports, urbar underground projects
and industrial and civil buildings.

Operating in China and overseas with
assets of more than $A24 billion,
CRCC has approximately 180,000
staff and over 28 subsidiaries.

Macquarie Capital acted as the joint
global co-ordinator. joint bookrunner,
joint lead manager and joint sponsor
for the company’s Hong Kong Initial
Public Offer {PQ) of shares in March
2008. CRCC raised SAG.2 billion
(SUS5.7 hilion) selling shares in Hong
Kong and China [Shanghai Stock
Exchange). The Hong Kong FPublic
Offer generaied more public demand
than any other in the history of Hong
Kong's capital markets. and the total
raised makes it the largest IPO in
the Asia-Pacific region in 2008 year
to date.

Cover photograph Getty Imagas

shortage by purchasing Spanish
silver dollars {then worth five shillings),
punching the centras out and
creating two new coins —jthe ‘Holey
Dollar’ (valued at five shilipngs) and
the '‘Dump’ (valued at onsj1 shilling
and three pence),

This singte move not only|doubled
the number of coins in circulation
but increased their worth py

25 per cent and prevented the
coins leaving {he colony. Governor
Macguarie's creation of the Holey
Dollar was an inspired solution 1o

a difficult preblem and fer this
reason it was chosen as the symbol
for the Macguarie Group.
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Where necessary, comparative figures have been adjusted to conform with changes in presentation in the
current financial period.

All amounts in this report are in Australian dollars, unless otherwise stated. Movements over 300%
are denoted as ‘large’ in the tables in this report.

Periods prior to the 2005 financial year are reported under previous AGAAP, unless otherwise stated.

During February 2008, the Financial Services Group and Banking and Securitisation Group were integrated
to form the Banking and Financial Services Group. For the purposes of this report, these operating groups
are reported separately.

Extractions from the Financial Report
The financial information within the income statement in section 1.1 and balance sheet in section 3.1 have
been extracted from the Macquarie Group Limited financial report for the year ended 31 March 2008,

which has been audited by PricewaterhouseCoopers and their Independent Auditor’s Audit Report dated
19 May 2008 was unqualified,

Macquarie Group Limited Management Disc:ussion and Analysis 31 March 2008
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1.1 Result Qverview
Income statement
Half year to Full year to
Mar 08 Sep 07 Movement Mar 08 Mar Q7 Movement
$m $m % $m 3m %
Net interest income 294 523 (44} 817 728 12
Fee and commission income 2,167 2,478 (13) 4,645 3,540 31
Net frading income 992 843 18 1,835 1,047 75
Asset and equity investment income 29 810 {96) 839 1,755 (52}
Other income 56 56 — 12 111 1
Total operating income 3,538 4,710 (25) 8,248 7,181 15
Employment expenses {1,757) (2.420) (27) {4,177) (3,733 12
Brokerage and commission expenses (389 (313) 24 (702) {421} 67
Other expenses (560) (604) (7) {1,164} (1,099 [
Total operating expenses (2,706) (3,337) {19} (6,043} (5,253) 15
Profit before income tax 832 1,373 (39 2,205 1,928 14
Income tax expense (a4} (273} {84) (317) 377 (16}
Profit after income tax 788 1,100 {28) 1,888 1,551 22
Minority interest (27 24} 13 {51) (57) (11)
Profit after income tax attributable to equity holders 761 1,076 {29) 1,837 1,494 23
Distributions paid or provided on Macquarie
Income Securities (18) (16} 13 {34) (31) 10
Profit after income tax attributable to ordinary
equity holders 743 1,080 {30 1,803 1,463 23
Earnings per share
Cents per share Cents per share
Basic eamings per share 27M.3 401.8 (32) 670.6 591.6 13
Diluted earnings per share 2671 3875 (31) 653.5 569.8 15
Key ratios
% % % %
Expense to income ratio {refer Glossary) 76.5 708 733 73.2
Return on equity (refer Glossary) 18.1 30.2 237 2841
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Profit after income tax attributable
to ordinary equity holders
$ million year ended 31 March
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Consolidated net profit after income tax (NPAT)
attributable to ordinary equity holders for the year

to 31 March 2008 was $1,803 million, a 23% increase
on the prior year. The result was achieved after a

$293 million write-down of holdings in listed real estate
investments. Despite the more challenging credit market
conditions, this was the 16th consecutive year of record
profits. Basic earnings per share were up 13%

to 671 cents.

Strong income growth in Macquarie's equity related
businesses continued, particularly in Asia, despite the
more challenging market conditions in the second half
of the financial year. Commaodity market volatility was
high, resulting in good customer flows. Assets under
management at 31 March 2008 were $232.0 billion,
an 18% increase on the prior year.

Return on equity for the year to 31 March 2008 was
23.7%, down from 28.1% in the prior year. A key driver of
the decrease was the substantial capital growth. Total
equity was up $2.5 billion since 31 March 2007. In May
2007, Macguarie successfully raised $750 million in the
domestic and international capital markets, and

in June 2007 raised a further $79 million from a share
purchase plan for retail investors. Macquarie continued
to expand its capital base and continues to ensure it

is well funded at all times, particularty in light of the
current credit market disruption, and to enable growth
in the underlying businesses.

Macquarie’s liquidity risk managemnent framework

is also important in ensuring funding requirements

are met. Higher levels of liquid and trading assets,

as well as a diverse range of funding sources assisted
the effective management of Macquarie’s funding needs
throughout the year, despite more challenging credit
market conditions.

The restructure of the Macquarie Group to incorporate a
Non-Operating Holding Company (NOHC) became
effective on 13 November 2007. The restructure was
initiated to enable Macquarie to continue to pursue the
strategies responsible for its strong growth. Both
Macquarie Group Limited and Macquarie Bank Limited
are regulated by the Australian Prudential Regulation
Authority (APRA). As a result of the restructurs,
Macquarie has greater flexibility to adapt to future
business, market and regulatory changes. Macquarie
is positioned to actively pursue new opportunities and
expand in Australia and internationally.

Macquarie Group Limited Management Discussion and Analysis 31 March 2008




Operating income

Total operating income for the year to 31 March 2008
was $8,248 million, a 15% increase on the prior year.
Good corporate finance deal flow combined with
favourable equity and commodity business contributions
were key drivers of the overall growth in operating
income. Income from asset realisations during the year
included the IPO of Boart Longyear and the disposal

of an investment in Macguarie-IMM Investment
Management Co. Limited (Macquarie-IMM). However
overall income from asset realisations was down on the
prior year, which included the $302 million profit on sale
of a holding in Goodman Group. The increase in assets
under management contributed to growth in base fees
and record performance fees were also recognised
during the year. The wrte-down of holdings in listed real
estate investments reduced income by $293 million.

Macguarie’s offshore growth has continued across the
Group with income from intermational sources up 14% on
the pricr year to $4,293 million. International income
amounted to 57% of Macquarie’s total operating income
from its operating groups for the year to 31 March 2008,
slightty up on the prior year.

Operating expenses

Operating expenses were up 15% on the prior year to
$6,043 million. Employment costs, the largest contributor
to operating expenses, were up 12% on the prior year

to $4,177 milion. The increase in employment costs

was mainly driven by headcount growth. Headcount
increased by 315 on the prior year to approximately
13,000, Performance-related profit share expense was
comparable with the prior year largely due to lower
return on equity despite a 23% increase in NPAT.

The expense to income ratio for the year to 31 March
2008 was 73.3%, broadly in ling with the prior year.
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1.2 Segment Analysis

Full year to

Mar 08 Mar 07 Movement

$m Contribution % $m Contribution % %

Macquarie Capital 2915 63 2,573 58 13

Equity Markets 732 16 47 9 76

Treasury and Commodities 645 14 635 14 2

Real Estate 81) 2 507 11 (116}

Financial Services 187 4 141 3 33

Banking and Securitisation 51 1 143 3 (64}

Funds Management 177 4 59 2 200

Total contribution to profit by operating group 4,626 100 4,475 100 3

Corporate {2,823) 3,012 ]

Total profit after tax 1,803 1,463 23
Basis of preparation

Macquarie has made a formal election to early adopt AASB 8 ‘Operating Segments’ which requires the ‘managernent
approach’ to disclosing information about its reportable segments. The financial information will be reported on the
same basis as is used internally by the Chief Executive Officer for evaluating operating segment performance and on
deciding how o allocate resources to operating segments. Such information will be provided using different measures
to that used in preparing the income statement and balance sheet, with reconciliations of certain items to the
consolidated income staterment and consolidated balance sheet.

For internal reporting and risk management purposes, Macguarie is divided into seven operating groups

(“the groups”) as listed in the table above. Transfers between segments have been determined on an arm'’s length

basis and eliminate on consolidation.

The Corporate segment includes the Groug Treasury division and Head Office and central support functions. Costs
within Corporate include unallocated head office costs, employment related costs, earnings on capital, derivative
volatility, income tax expense and profits attributable to minority interests.

Macquarie Group Limited Management Discussion and Analysis 31 March 2008




Macquarie Capital

Macquarie Capital's contribution to profit by operating
group for the year to 31 March 2008 was $2,915 million,
a 13% increase on the prior year. Fee and commission
income from Macquarie Capital Advisers and Macquarie
Capital Securities were key contributors to the overall
result and growth on the prior year. Performance fees
were earned during the year from DUET Group,
Macquarie Infrastructure Company and various

unlisted funds.

Macquarie Capital has continued to pursue strategic
growth initiatives and has more than 4,000 staff in 52
locations across 25 countries.

Macquarie Capital Advisers

{incorporates Macquarie Capitat Funds)

Macquarie Capital Advisers' result was slightly higher
than the prior year, with over 300 transactions totalling

a record $200 billion. International operations contributed
85% of Macquarie Capital Advisers’ net income.

Fluctuating equity market conditions during the year
resulted in a reasonable transaction flow across all
international regions. In Asia, there was growth in M&A
and ECM.

Tincludes 100% raised by jointly managed funds.

2As at 31 March 2008. Caleulated as proportionate enterprise
value (proportionate net debt and equity value) as at
31 December 2007 or cost if acquired subsequent
to 31 December 2007.

3Annualised return based on all capital raised, distributions
paid and valuations {market capitalisation for listed funds and
net asset value for unlisted funds and managed assets) for
Macquarie Capital Funds since inception to 31 March 2008
{listed funds as at 31 March 2008, unlisted funds and
managed assets as at 31 December 2007). Calculated on an
AUD basis, with cash flows converted at fixed exchange rates
{based on the date of listing for listed funds, first close date for
unlisted funds, and financial close date for managed assets).

Landmark transactions spanning all major international
regions and across a diverse range of industry sectors
were completed in the 12 months to 31 March 2008.

Macquarie Capital Funds pursued its global specialist
fund strategy with $11 billion of new capital raisings
for the full year® and an increase in assets under
management of 28% to $140 billion2. Since inception,
the funds have achieved a compound annual return of
16%?3 for investors.

New funds established during the year include: ADCB
Macquarie Infrastructure Fund (Middle East), Asia
Resources Fund, Macquarie European Infrastructure
Fund [ll, Macquarie Global Cpportunities Partners
{private equity), Macquarie Infrastructure Partners |l
{North America) and Retirement Villages Group.

Macquarie Capital Securities

In Australia, strong equity markets in the first half of the
year resulted in good growth in secondary market
revenues. ECM revenues were slightly down on the prior
year but offset by good comporate broking revenues.

in Asia, there were outstanding gains in secondary market
revenues as a result of strong equity market conditions.

The establishment of the US and European domestic
equity sales trading and research businesses continues.

Recent highlights included the acquisition of Orion
Securities Inc., a Canadian independent dealer focusing on
the: resources sector. Since the acquisition, the business
has achieved record secondary market revenues.
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Macquarie Capital Products

The division achieved record raisings in its Australian retail
products, launched new funds in Germany and Austria
and also established fisted infrastructure and resources
hedge funds.

The joint ventures with MD Sass and Globalis were
further developed. Total assets under management
grew by 3% from $8.9 bilion at 31 March 2007 to

$9.1 biflion at 31 March 2008 {including assets managed
by associates).

Macquarie Group Limited

Macquarie Capital Finance

Macquarie Capital Finance's result was slightly higher
than the prior year, with strong contributions from all
businesses. The aggregation of lending volumes and
assets have increased by 34% from $5.4 bilion at

31 March 2007 to $7.3 hilion at 31 March 2008.

In December 2007, Macquarie Capital Finance
completed the acquisition of CIT Systems Leasing.

With approximately $US750 million of leased assets,

it is one of the largest independent lessors of technology
equipment in North America.

Macguarie Capital Finance sees continuing growth in
both the domestic and international equipment finance
markets and is well placed to take advantage of the
opportunities that difficult debt markets are presenting.

Management Discussion and Analysis 31 March 2008




Equity Markets Group

Equity Markets Group's contribution to profit by operating
group for the year to 31 March 2008 was $732 milion, a
76% increase on the prior year. Strong growth in trading
income due to increased customer flows was the key
contributor to the record result, partially offset by
increased brokerage and commission expense.

Trading conditions in international equity markets were
particularly favourable during the first half of the
financial year. Howsaver, they became more challenging
in the second half as the global debt crisis spread to
equity markets.

Equity Products Division

The division offers equity-linked investrment, trading and
risk management products to clients in Australia, Asia,
Europe, the US and Latin America.

The division performed well, benefiting from the market
conditions in the first half of the year and maintaining
strong market positions in Australia and key Asian
markets. Operations in most other international markets
made an increased contribution.

The division continued to invest in new product
development and the risk management systems
necessary to expand the range of products offered
to clients.

Fund Products Division

EMG's funds management business manages single
strategy hedge funds, funds of hedge funds and
structured fund products. The division experienced
a record level of inflows into its single strategy funds.
Its result was significantly up on the prior year.

Funds under management (excluding funds provided
by Macquarie) grew 163% to just over $3.2 billion at
31 March 2008.

In addition, funds under risk management (funds of
axternal managers over which the division provides
hedging or risk management services) grew 7% to
approximately $3.1 billion over the same period.

Global Equity Finance Division

The division’s contribution was slightly up on the prior
year due to growth in securities borrowing and lending
volumeas and structured equity finance activities in
Australia, Asia and Eurcpe.

Alternative Strategies Division

Established in April 2007, the division is a joint venture
with Macquarie Capital Securities. it offers equity
derivatives, market-access products and financing to
hedge fund clients. The division perforrmed well in its
first full year of operation.
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Treasury and Commodities Group

Treasury and Commodities Group’s contribution to
profit by operating group for the year to 31 March 2008
was $645 million, a slight increase on the prior year
which included the profit on the sale of a large US ol
and gas interest,

Substantial contributions were made by the Metals and
Energy Capital, Foreign Exchange and Agriculture and
Investor Products Divisions with good contributions from
most other divisions.

Metals and Energy Capital

The division offers price-making, derivative trading

and financing in base and precious metals and other
selected commodities as well as financing to the oil and
gas sector.

The division's contribution was below that of the prior
year which included a significant one-off realisation.

The division experienced continued growth in the oil and
gas financing business and strong trading and project
finance results.

Agriculture and Investors Products (AGIP)

AGIP provides risk management, structured financing,
commaodity-related investor products and selected
physical commodity solutions to a broad customer base.
AGIP also provid